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A Banker’s Diary 


WHILE most people are satisfied that inflationary tendencies are firmly under 
control so long as the war lasts, there is somewhat less confidence about the 
possibility of our continuing to avoid some measure of inflation 
Growth Under peacetime conditions. The continued growth in the 
of Liquid note circulation, in bank deposits, and in the public debt is, 
Assets of course, evidence of a continuing accumulation of pent-up 
purchasing power; and fears have been expressed that in- 
flation might result after the war from the release of this pent-up demand. 
In the last analysis, of course, the prospects of avoiding inflation (and, in- 
cidentally, a temporary rise in interest rates) after the war depends simply 
and solely on the willingness of the public to accept the necessary rationing 
and other direct controls over consumption and investment that would make 
it possible to restrict aggregate hen mand to the productive capacity of our 
economy at current prices. At the same time, the prospect of maintaining 
the physical controls itself depe i in no small measure on the length of time 
that may be expected to e lapse | before the normal relationship between supply 
and demand is restored. It is, therefore, of some interest to relate the growth 
of currency and of money claims to the growth in the national income as is 
done in the following table : 





1938 1943 

fm. £m. 
Note circulation as ia ee se 507 966 
Bank deposits sie re se os 2,248 3,077 
Net internal debt* .. aa ssa a 7.33% 18,303 
National income aa ne ia ia 4,004 
Private saving.. si a ne ice 328 
Notes + deposits as % of income .. os 59. 
National debt as % of income 154. 

* As at March sr. 


8 
8 


It will be seen that, in relation to national income, the liquid assets of the 
public in the form of notes and deposits were actu ully smaller in 1943 than 
in 1938. This naturally does not mean that, if the physical controls were 
remowed, the volume of spending would not increase. On the contrary, it 
is certain that the velocity of circulation of notes and deposits, if the economy 
were decontrolled after the war, would increase very rapidly. After several 
years of deprivation, the tendency would be for money to change hands more 
rapidly than normally, leading to a rise in prices, and thus reducing below 
its normal level the real value of savings held in the form of notes and deposits. 


AT the same time, it is clear from the table that the threat of inflation in 
the post-war period would not arise primarily from any vast increase in 
holdings of liquid assets proper, but from the desire of many 

Counterpart holders of Government debt to release part of their in- 
of National voluntary savings accumulated during the war. The 
Debt expansion in the national debt has, as will be seen, con- 
siderably outstripped the wartime rise in the national 

income. Some of the chief items which form the counterpart of the additional 
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national debt created since 1939 are set out in the following table : 


1939/43 
£m. 
Personal savings ae a ag 4,418 
Undistributed profits .. - i 975 
Home disinvestment a at a 763* 
Overseas disinvestment a ae 3,073 
Extra-Budgetary funds i ac 243 
Local authorities aia a ‘Ki 267 


* 1940/43 only, but 1939 probably small. 


It is, of course, quite impossible to estimate what proportion of these claims 
the various holders might desire to exercise immediately after the war, if 
they were free to do so. To some extent, for example, the so-called personal 
savings which form the largest single item have their counterpart in the running 
down of personal durable goods, such as clothing and furniture, which the 
public will wish to make good as soon as possible after the war ends. On the 
other hand, it seems reasonable to suppose that the holders of the bulk of 
these savings regard them as more or less permanent nest-eggs which they 
have no intention to draw upon in the proximate future, except in case of 
emergency. This might seem to be true, also, of the holders of that part of 
the additional national debt which forms the counterpart of our sales of over- 
seas securities. The holders of this section of the wartime increase in national 
debt have merely exchanged one form of capital for another. The remaining 
disinvestment represents, of course, the accumulation of sterling assets by 
India and various other overseas countries. It can be taken for granted 
that for the most part such claims will be funded on a long-term basis. 


AT the other extreme, it would seem clear that industry will wish to make 
good at the earliest opportunity the wartime draft on capital assets at home 
to the tune of some £763 millions, and no doubt also to under- 
Increase take new investment out of the wartime accumulation of 
in Real £975 millions of undistributed profits. (It must be remembered, 
Income for ae thing, that, owing to the rise in replacement costs, 
monetary claims accumulated as the counterpart of dis- 
investment would no longer suffice to replace the physical assets concerned.) 
In addition, industry can count upon substantial amounts in E.P.T. refunds. 
All in all, however, it does appear that the problem involved in the wartime 
piling up of deferred claims of one kind or another has not as yet assumed 
unmanageable proportions. This is particularly the case when it is remembered 
that the national income in real terms, —, to the estimate of The 
Economist, was 25 per cent. higher in 1943 3 than in 1938. In part, this expansion 
in physical output is due to the influx into industry of very great numbers of 
workers who are unlikely to remain in the labour market under peacetime 
conditions, together with abnormal exertions through the working of overtime 
and exceptionally long hours. To no small extent, however, the rise in the 
national income has been due to the reduction of unemployment, and the 
increase in productive capacity under this head can be counted on to continue 
for at least a number of years after the war, and probably in perpetuity. 
While the national income in the post-war period cannot be expected to remain 
quite at the peak levels achieved in wartime, it would be very surprising 
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indeed if it should fall very much below £7,750 millions. This means that we 
could maintain the same level of consumption, investment and Government 
services as before the war, with a comfortable margin in hand to satisfy other 
demands. Such demands will certainly not be lacking. Government ex- 
penditure, for one thing, will be considerably higher than before the war. 
Nevertheless, it should not take many years to provide for the restoration 
both of industrial capital and consumer capital, more especially as the volume 
of spontaneous saving with national income at a high level will be many 
times that prevailing in pre-war years. 


In the House of Commons recently, the Financial Secretary to the Treasury 
announced that an opportunity might perhaps offer itself before very long when 
either he or the Chancellor would deal at some considerable 

Statement length with the question of bank profits.* Mr. Assheton was 
on Bank replying to some points raised on the second reading of the 

Profits National Loans Bill bya Labour Member, Mr. Woodburn, who 

contended that the effect of war finance has been to raise the 
interest earnings of the banks by no less than £53 millions a year. This 
fantastic figure was arrived at by the following curious chain of reasoning : 
“In rough figures the Ways and Means advances of these Treasury Bills (sic) 
have increase od by £2,000,000,000 since the war began—they have multiplied 
over three times—and the banks have created (sic) Treasury Deposit Receipts 
to the extent of £1,376,000,000. They have transferred {600,000,000 odd to 
War Loan, which means that the rate of interest has been increased from 
1} per cent. to at least 24 per cent. If we take the cost of this, so far as one 
can judge, the additional income to the banks for this servicing of Treasury 
Bills (sic) amounts to about £20,000,000 a year, and the Treasury Deposits 
Receipts to about {14,000,000 a year and, on the Conversion, about {12,000,000 
per year, which would appear to be an extra interest payable to the banks 
in these various forms of £46,000,000 per year. This year, about £700,000,000 
seems to have been added to this gap, which means a further {7,000,000 
interest to the banks.”’ 

Later in his remarks, the Member added: “ I recognize that in the course 
of the war the bank’ have had less of what are called ordinary deposits (sic) 
which may be normally at the rate of five per cent., and, therefore, that these 
ordinary deposits are not bringing the same income to the banks. Even 
there, however, the ordinary deposits in the banks, so far as I can see, have 
come down only by about £100,000,000. That is only a reduction in their 
income of £5,000,000 per annum.”’ 


As this subject had been brought up without notice, it is perhaps not surprising 
that Mr. Assheton did not comment on these figures in detail; but it is also 
unfortunate, because their absurdity will not be so self- 

Mr. Assheton’s evident to the man in the street as to the banking reader. 
Assurance Mr. Assheton did, however, give an assurance that: “‘if the 
banks have not paid excess profits they have not made 


* The Chancellor in fact took this opportunity on the second reading of the Finance Bill. 
While putting the question in proper perspective, however, he did nothing to explain the 
banks’ continued immunity to E.P.T 
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excess profits. The officials of the Board of Inland Revenue are quite aware 
of all the various arrangements made and quite properly made by banks and 
other institutions for building up their reserves and for providing against the 
future.’’ And in the debate on the Finance Bill, the Chancellor also emphasized 
that the banks have not been excessively remunerated for their services. 


For the future guidance of enquiring Members, it may be pointed out that 

a more reasonable approach to the calculations which Mr. Woodburn was 

attempting would be something like the following: The 

An Estimate table below, compiled from the Statistical Summary of 

of Asset the Bank of England, compares the average deposits and 
Earnings assets for 1943 with those for 1939. 


Change 


fm. 
Current Accounts we ne uk oa we 2,45 {+- 1,203 
Deposit Accounts a er a ras got ,22 + 22 


T ital depo its 
Money market assets 
T.D.R 


Investments 
Advances 


On the conventional assumption that money market assets yield 1 per cent., 
investments 2} per cent. and advances 4 per cent., these figures would indicate 
that asset earnings in 1943 were about {14,190,000 higher than in 1939. 
From this must be deducted deposit interest on the additional £226 millions 
of deposit accounts, leaving a net £11,930,000. 

This is, of course, no more than a first approximation to an estimate of 
the earnings of the banks as a whole. It is probable, for example, that in 
addition to the loss of advances, there has been some decline in the average 
rate paid on outstanding advances ; and a decline of only } per cent. would 
mean a reduction in earnings of some £3,730,000, leaving a net £8,200,000 
(or just about one-sixth of Mr. Woodburn’s figure). Further adjustments 
are needed for the loss of ancillary earnings such as foreign exchange profits, 
and for the rise in costs of all kinds, including war bonuses and the salaries 
of temporary staff. 

On this more realistic basis, it is quite clear that war finance under cheap 
money conditions has not brought an enormous windfall to the banks. At the 
same time, it would appear that current earnings, as normally defined, must 
be somewhat higher than before the war, and it still remains to be e xpl: 1ined 
why this has not rendered the banks liable to E.P.T. It is, of course, to be 
regretted that the banks themselves have not seen fit to enlighten the public 
about the true position. This obscurantism is at least partly to blame for 
the widely prevalent belief that the banks are making vast sums out of the 
finance of the war, and for the fact that it is possible for quite ludicrous 
statistics and insinuations to be put forward in the House of Commons without 
detailed contradiction. 
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In their memorandum to the Company Law Amendment Committee, the 
clearing banks called attention to the difficulties of a nominee company 
holding blocks of shares on behalf of several customers who 
Voting of May not wish to exercise their voting rights in the same 
Nominee direction. As was pointed out, this cannot at present be done 
Holdings in legal form. An article in the latest issue of The Secretary 
emphasizes that the present position is even more anomalous, 
in that even where there is no difference of view between the various customers 
on whose behalf shares are held, the bank nominee company cannot submit 
a proxy in respect of only part of the shares in its name. Thus it is stated that 
in a recent instance: ‘‘ One of the bank nominees appears on the register 
as holding 600,000 shares (which are probably held on behalf of several persons) 
and sent in a proxy instructing the chairman to vote in favour in respect of 
400,000 of such shares. Counsel advised the company that this proxy cculd 
not be used and that to make a proxy valid it must be for the full amount of 
the shares appearing in the register of members in the name of the bank nominee. 
A like opinion has been given in other instances by counsel. On this ruling, 
the holdings of bank or other nominees are disfranchized unless the nominees 
can vote the whole of the shares they hold on behalf of their clients and, 
further, can vote them all either for or against the resolution.” 


THE recent relaxation of the control of capital issues in India is of considerable 
interest from the point of view of the possible application of similar measures 
in this country. It is stated that the decision to permit capital 
Capital issues with some freedom was taken because the Government 
Issues of India recognized that the industrial development of India 
in India after the war will be assisted if companies are already in 
existence with adequate capital at their disposal to further 
that development at short notice. ‘‘ One of the most important purposes of 
the control of capital issues—the countering of inflation—will at the same time 
be furthered,” it is pointed out, “if capital is raised now and the great bulk 
thereof invested until actually required in Defence Loans.”” The capital raised 
and invested in Government securities will not be released until the Govern- 
ment are satisfied that the time has come for the money to be used for purposes 
consistent with the regulations in force at the time. Obvious difficulties 
uggest themselves, such as mg fact that the lower rate of return on Govern- 
ment securities would involve the company raising the capital in some margin 
of loss until its physical investment be comes p sssible ; but there is a good 
deal to be said for the idea of “ staggering ”’ the raising of capital for reconstruc- 
tion purposes. 


PROBABLY the most interesting feature of the April clearing bank return 
was the smallness of the expansion of only £16 millions in investments. Since 
this return covers the whole period of London’s “ Salute the 

April Soldier’ Week, a distinctly larger addition to the banks’ 
Clearing investment portfolios had been expected. While it may well 
Bank be the case that bank subscriptions this year were on a reduced 
Return scale compared with those of previous campaigns, it seems 
probable that bank support for the London week was in fact 

on a somewhat larger scale than the monthly return suggests, but was partly 
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offset by further sales to the official buyer of the Conversion 5 per cent. loan 
repaid on May 1. Notwithstanding the net addition to bank investments last 
month, the total of £1,152 millions is still £14 millions short of the peak level 


touched in November last. 
April Change on: 

1944 Month Year 

£m. fm. £m. 

—— ae “ sin 4,016. + 28.5 + 471. 

Cash P ae ea 430. + 6. + 55. 

Call money ‘se 164.3 + 9.5 + 22. 

Bills eee a6 ea 148. +- 35.5 - 

T.D.R. ie a a 1,314. — , + 350.5 

Investments at ix 1,152.¢ + + 5. 

Advances i “as 754-3 _— 9 


oO. 


After the recovery of the previous few months, it will be seen, advances 
reacted by £18 millions, no doubt representing the repayment of temporary 
loans for tax purposes. In spite of this movement, the impression remains 
that the underlying trend of advances is now once again in an upward direction. 
On the year to April, this item shows a net decline of no more than £2 millions, 
compared with a fall of over £65 millions in the preceding twelve months. 
Following the double increase in the tender Treasury bill offer, money market 
assets recovered by no less than £45 millions, in part at the expense of Treasury 
deposit receipts. Whether this movement will be maintained in subsequent 
months remains to be seen, as the authorities continue to over-estimate their 
T.D.R. requirements, with the result that a large part of the nominal increase 
in the supply of Treasury bills continues to be neutralized by special buying. 
The expansion in deposits compares with only £3.2 millions in the corresponding 
month last year, but still leaves deposits £15 millions below the peak figure 
touched at the end of 1943. 


IN announcing their balance sheet figures as at April 30—the fourth balance 
sheet to be published—Cater, Brightwen & Co. have this year disclosed for 
the first time that the dividend paid on the £290,000 of 
Cater, {1 ordinary shares is 26 per cent. At recent prices, the 
Brightwen {2 ordinary shares, {1 paid, of Alexanders Discount yield 
Capitalization {3 18s. 3d. per cent., while the yield on their 6 per cent. 
cumulative preference shares is £3 I2s. 6d. per cent. If 
at the present time Cater, Brightwen were a public company with shares 
quoted on the Stock Exchange, therefore, it may be taken for granted that these 
would be valued to yield something less than 4 per cent. : that is, the y would 
certainly stand no lower than £6 ros. On the same basis, the yield on the 
£800,000 of 5 per cent. cumulative preference shares would not exceed 3? per 
cent., indicating a price of over 26s. 6d. In other words, the Stock Exchange 
would value the {1,090,000 capital of Cater, Brightwen at something like 
£2,950,000. It is obvious that the concern will have no difficulty in raising 
capital if and when it is floated as a public company. 
The balance sheet total of £53,750,000 shows a further expansion of over 
£7 millions on the year. It compares with a balance sheet total of {57,412,000 
shown by Alexanders Discount at the end of 1943, and a total of no more 
than {24 millions in the first balance sheet published by Cater, Brightwen 
three years ago. 
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The Fund Under Fire 


ROVIDED that the motion was passed approving the Monetary Fund 
Prsctieme as “a suitable foundation for further international consultation,” 

the Chancellor stated in winding up the Commons debate, the Government 
would pursue discussion with the view of arriving at international monetary 
arrangements. Since the motion was in fact passed, it may therefore be 
assumed that the efforts to rebuild an orderly post-war exchange régime 
have not been jeopardized by the—largely unfounded—doubts and fears 
expressed by many of the speakers in the debate. Not only were these critics 
disposed to look the gift horse very searchingly in the mouth. They were 
also plainly terrified that the animal might kick, or even—to use a metaphor 
introduced by Mr. Pethick Lawrence—turn out to be “a regular Tyranno- 
saurus Rex’’ in disguise. Underlying all these qualms and _hesitations, 
however, it was quite ‘clear that the majority of the Members were at any rate 
in sympathy with the basic objectives of the plan. Even Mr. Boothby, for 
example (whose praise of the scheme was so faint that another Member asked 
whether he recalled putting his name to the motion) said that: “It would, 
obviously, be an enormous advantage if competitive exchange depreciation 
as between nations could be avoided after the war and if some arrangement 
could be made whereby the money earned by selling goods to one country 
could be spent in purchasing the products of another. We cannot have the 
chaos of fluctuating exchanges, accompanied by world-wide speculation in 
currencies, when the war is over. And we certainly do not want a revival of 
what I would call ‘ Schachtism,’ involving currency manipulation of every 
sort or kind.”’ 

That would be difficult to better as a description of precisely the kind of 
exchange régime which the Monetary Fund scheme is designed to bring 
about. To satisfy critics who start out from this basic acceptance of multi- 
lateralism and free convertibility of currencies, it is necessary only to show 
that the Fund would, in fact, achieve the purpose for which it is designed, 
and any objective critic must surely agree that this the Chancellor was able 
to do in his summing up. Before discussing these detailed criticisms of the 
plan and the Chancellor’s reply to them, however, it is necessary to consider 
the more deep-seated criticism—the root and branch opposition, in fact—of 
those who do not want a multilateral system at all, however adequate the 
safeguards, but would positively prefer a revival of ‘‘ Schachtism.’’ Inside 
the House, the chief representative of this school of thought is, of course, 
Mr. Shinwell, in whose view ‘‘ What we are proposing to do is to throw away 
the obvious benefits in international trade by the bargaining advantage of 
the British market, for the dubious benefit of using resources of the Fund 
in the event of the need for currency, up to a maximum of about £80,000,000 
annually.”’ 


Back to Barter ? 


The argument is that under a system of bilateral agreements it would be 
possible to turn the terms of trade in our favour by extorting the maximum 
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of imports in exchange for our exports from each individual country. This is 
obviously not a policy that we could hope to practise with any conspicuous 
success during the post-war transition period, when for some time the whole 
world will be a sellers’ market and not a buyers’ market. It is true that 
in this period, when demands on our resources will be at their most pressing, 
we shall be more anxious than ever to secure the largest possible volume of 
imports in return for our goods; but it is also true that during this period 
other countries also will be least anxious to sell and most anxious to buy. 
Bargaining power based on the possession of a large market for imports will 
be at its absolute minimum. It:is only in more normal conditions, when some 
other countries may once again experience difficulty in maintaining employ- 
ment, that the bilateral policy would come into its own. 


What are its chances and probable results under those conditions? In 
the first place, it must be recognized that the bargaining power we possessed 
before the war will have dwindled considerably, as Mr. Spearman pointed out. 
Owing to our loss of investment income, our total imports must be expected 
for some time to remain on a lower scale than before. Moreover, a far larger 
proportion of those imports will have to be paid for by merchandise exports ; 
and one of the chief attractions of the British market, from the point of view 
of countries desiring to maintain employment by exporting, was precise ly 
the fact that our international accounts were balanced largely by inv isible 
exports and not by exports of goods. 


Nevertheless, it must be conceded that our position as still probably the 
largest importing country must confer a large potential bargaining power, 
even if this has been somewhat weakened by the war. Before sabotaging 
the currency negotiations with the other United Nations and embarking on 
a policy of cut-throat bilateralism, however, it would be necessary to consider 
not only the immediate but also the secondary repercussions of such a course. 
It is quite clear that, to the extent that we succeeded initially in shifting 
the terms of trade in our favour, this would give the other parties to the 
agreements a correspondingly strong incentive to direct their trade in other 
directions where they could hope to secure better terms. For their imported 
supplies, it is clear that they could hope to receive favourable returns from 
the United States, to quote an obvious example, which is unlikely on many 
grounds to show any marked reluctance to export. To this, the bilateralists 
would reply that, though the United States would be quite willing to export, 
that country would not provide a market for other people’s goods to make 
the means of payment available. This, of course, overlooks the fact that the 
United States would pre-eminently be in a position to export on credit : that 
is, to export capital. One can conceive, as a purely hypothetical example, 
of the United States exporting manufactures to Argentina and at the same 
time granting loans to, say, China, that would enable that country to purchase 
(with dollars) Argentine wheat to feed Chinese labourers engaged in con- 
structing roads and railways within China. In that case, multilateralism in 
the outside world would provide a very effective re tort to bilateralism within 
the sterling bloc. 


To obtain similar goods from other suppliers is, however, only one method 
of finding a substitute for British exports. The other| method is, of course, 
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to make the substitute goods oneself. There can be no doubt that a process 
of squeezing our customers with the aid of barter agreements would enormously 
stimulate the industrialization of the primary producing countries. Here, 
again, the United States is the obvious country which both possesses the 
resources to provide the capital goods needed for the building up of secondary 
industries and would be only too happy to do so. Moreover, as Lord Keynes 
has pointed out : “‘ To suppose that a system of bilateral and barter agreements, 
with no one who owned sterling knowing just what he could do with it—to 
suppose that was the best way of encouraging the Dominions to centre their 
financial systems in London seemed to be pretty near frenzy. As a technique 
of Little Englandism, adopted as a last resort when all else had failed us, with 
this small country driven to autarky, keeping itself to itself in a harsh and 
unfriendly world, it might make more sense. But those who talked this way, 
in the expectation that the rest of the Commonwealth would throw in their 
lot on these lines and cut their free commercial relations with the rest of the 
world, could have very little idea how this Empire had grown or by what means 
it could be sustained.’ 


On reflection, the imitation of Dr. Schacht begins to seem less attractive. 
Indeed, Mr. Shinwell himself (as the Chancellor perceived) made out an ex- 
cellent case for multilateralism under the belief that he was doing precisely 
the opposite. Having pointed out that it is doubtful how far the American 
market is likely to be made available for manufactured goods from this 
country, he later went on to point out that many of the raw materials we need 
must come from the United States and asked how we are to pay for them. 


To this there can clearly be only one answer : by means of multilateral trad- 
ing—either by the dollars earned for the sterling area through exports of com- 
modities like tin and rubber, as before the war, or by means of exports to 
countries receiving dollar loans. It is the essence of a bilateral system that the 
possible volume of trade between two countries must be governed by the 
imports of the country which imports least from the other: which means 
that the amount of raw materials we could obtain from the United States 
would be limited to the amount of British manufactures that America was 
prepared to accept. Of course, there ave other sources of supply, but the 
bargaining power of those suppliers would be quite considerably enhanced 
if this country were debarred access to the resources of the United States ; 
so that once again the alleged advantages of bilateralism begin to melt away 
when they are subjected to examination. For this country, bilateralism has 
one useful role and one only: as a second line of defence if it should prove 
impossible to secure the adherence of offzr countries to a multilateral plan. 
fo adopt bilateralism without even giving a multilateral system a trial would 
indeed be a policy of despair. 
How Britain Benefits 
Nor is it correct to say that the only benefit that this country would receive 
under the plan would be the right to over-import by drawing on our quota. 
seg this country has been virtually denuded of its gold and forei ign exchange, 
the addition of a cool £325 millions to our external reserves is not to be sne ezed 
at in itself. Actually, the resources made available through the fund might 
in the extreme case be double this amount, since the ultimate limit placed on 
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the Fund's total holdings of any currency is 200 per cent. of the country’s 
quota. It is true that the right to overdraw is restricted to 25 per cent. of 
the member’s quota in any “twelve months (representing, as Mr. Shinwell 
said, about {80 millions per year in our own case). But the balances 
arising out of current trade are in fact extremely small, and it is purely with 
the balance on current account that the Fund is concerned. It is implicit 
that other agencies would be set up to deal with long-term investment and 
with post-war relief ; and the scheme would actually encourage exchange 
restrictions designed to prevent capital movements, in order that overdraft 
facilities under the scheme should not be used to meet a “large or sustained ”’ 
outflow of capital. 


But this welcome replenishment of our external liquid resources would 
not by any means be the only benefit accruing to this country under the plan. 
Most speakers in the debate chose to interpret the undertaking to avoid com- 
petitive exchange depreciation as imposing a unilateral restraint on this 
country’s freedom of action. Yet in another context these same speakers 
would probably be the first to denounce “ beggar-my-neighbour ”’ policies, 
of which competitive depreciation is one of the most disruptive. (There is, 
of course, all the difference in the world between competitive depreciation, 
which confers a te mporary benefit on exporters by producing an initial under- 

valuation of the currency concern: od, anda depreciation which does no more 
than correct a “ fundamental disequilibrium ” that has already arisen.) 
Since this country has no intention of itself embarking on policies of economic 
nationalism, no sacrifice is involved for us in the renunciation of competitive 
depreciation. On the other hand, it must surely be reassuring to know that 
the United States would be equally committed to the avoidance of such 
expedients. Public memory is short and works in a curious fashion. Every- 
body remembers very vividly that sterling was depreciated in 1931; yet 
nobody in the debate mentioned the fact “the it as late as 1934 the United 
States dollar was devalued against gold by as much as 40 per cent. And 
whereas this country’s abandonment of gold was justified by the economic 
realities, the American devaluation was a pure act of competitive depreciation 
which seriously aggravated the dollar problem of the rest of the world. 


In addition, it would be of immense value to this country to have it placed 
on record for the first time in history that any country which allows its currency 
to become scarce must be prepared to take the consequences in the form of 
discriminatory restrictions against its exports. None of the critics seemed 
to realize what a complete revolution this would represent in the approach 
to problems of international adjustment. It might help them to do so if 
they would stop to re flect what a different course the controversy surrounding 
this country’s default on the war debts would have taken, had it been placed 
on record at the outset that the responsibility for such a breakdown would 
lie with the creditor country and not with the debtor. With such a provision 
on record, it is extremely probable, as the Chancellor pointed out, that a 
country whose currency threatened to become scarce would prefer to under- 
take expansionist policies in good time, rather than to allow the need for 
rationing and discriminatory exchange restrictions to come into effect. Herein 
lies all the difference between the deflationary pressure involved in the gold 
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standard mechanism and mentality, and the substitution of an expansionist 
pressure. 
“Gold Scare” Baseless 


All these advantages would admittedly count for very little if they could 
only be bought at the cost of restraints on our internal freedom of action that 
would interfere with a policy of full employment. It was the very com- 
mendable determination that employment policy must have absolute priority 
over all other considerations that inspired a great deal of the alarmist criticism 
of the plan. In reality, it would be difficult to conceive of any scheme that 
could be more flexible and yet purport to have any real s significance. On 
any reasonable interpretation of the White Paper, it is simply inconceivable 
that anybody could be found to maintain, as one Member asserted, that the 
scheme would be tantamount to a return to the gold standard in an even 
more rigid form than in 1925 


The well-recognized objections to the gold standard have very little to do 
with gold as such. They arise under any system of rigidly fixed exchange 
rates in which a country may find itself compelled to adopt a deflationary 
policy in order to maintain equilibrium in its balance of payments. Under 
the gold standard, the mechanism by which this subordination of internal 
policy to external considerations is put into operation is through the under- 
taking of the central bank to sell gold in exchange for domestic currency. 
Once this obligation of free convertibility of a currency into gold is sus- 
pended, no other relationship to gold can have any particular significance. 
Let us examine in the light of this fact the various references to gold contained 
in the scheme. The initial obligatory gold subscription obv ously has no 
significance, being limited to 10 per cent. of a country’s actual holding of gold 
and gold- convertible currency. Then there is a provision that the Fund 
may ask a member country to buy gold with a view to preventing that country’s 
currency from becoming scarce. To “ask a country with a favourable balance 
of payments to accept gold clearly does not mean being “ tied” to gold in 
any sinister sense. Section III, 5, provides that ‘‘ so long as a member country 
is entitled to buy another memies’s currency from the Fund in exchange 
for its own currency, it shall be prepared to buy its own currency from that 
member with that member’s currency or with gold.” This is merely one aspect 
of the general unde ‘taking to maintain the exchange parity for the time 
being fixed for one’s currency. As a hypothetical example, if supporting 
operations for sterling were undertaken in the New York instead of the London 
market (to prevent depreciation below the ruling rate), this country would 
be obliged to repurchase sterling in exchange for dollars obtained from the 
Fund or (at its own option) in gold. The same is true of the obligation con- 
tained in Section IX, 1, not to buy or sell gold at prices outside a prescribed 
margin of the agreed parity, since this would be equivalent to a tacit deprecia- 
tion or appreciation. The important thing, of course, is that nobody would 
be compelled to sell gold at any price, including that which corresponds to its 
exchange parity with other currencies. 

Under Section III, 6, again, a member country desiring to buy foreign 
exchange with gold is expected to offer gold to the Fund instead of going direct 
to the ‘member country whose currency it desires; while Section Ii, 7, &, 
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provides that a member may repurchase its own currency from the Fund 
with gold, and must pay with gold for half of its purchases of currency from 
the Fund so long as its gold holdings exceed its quota. Quite clearly, both 
these provisions are intended merely to canalize the flow of gold towards the 
central institution, so as to strengthen its position and prevent it from becoming 
loaded up with peak holdings of the least wanted currencies. Without some 
such provision, countries might build up independent gold reserves scattered 
throughout the system, and acquired partly by drawing on the Fund, whose 
facilities would come to be looked upon merely as a supple ment to nationally- 
held reserves, instead of as the primary source of foreign exchange. 


Finally, the statement (Section IV, 1) that “ the par value of a member’s 
currency shall be . . . expressed in gold” is simply, as Sir John Anderson 
showed, a logical corollary of the fact that gold will always have some price 
in terms of national currencies: “‘ In any circumstances you must have a 
rate of exchange between sterling and dollars, and if dollars are on gold quite 
obviously there must be a parity between sterling and gold.” If the relation- 
ship between the dollar and sterling were rigidly fixe d. then it is quite true 
that we, too, should be tied to gold ; but as has been pointed out already, the 
chief feature of the scheme is its flexibility. Even if the Fund should hold 
that an adjustment of parity was unnecessary, the country applying for a 
change would be completely at liberty to walk out of the scheme. And it is 
nonsense to argue that in practice this right would not be exercised for fear 
of its reactions on other countries ; for that would be precisely the same as 
saying that, if sterling were over-valued and the Fund refused an adjustment, 
the Government of the day would rather stand by and watch unemployment 
mounting to slump levels than take the decision to withdraw from the Fund. 
Which is absurd 


In short, this Parliamentary gold scare was as baseless as the pre-war 
gold scares proper—and there was certainly far less rational excuse for it. 
There are no circumstances in which a lack of gold or a loss of gold could 
force deflation on this country if we adhered to the Fund; and there are no 
circumstances in which a loss of foreign exchange (i.e. a continuing draft 
on quotas) could compel us to deflate for the sake of maintaining a particular 
exchange rate. If any Government were unwise enough to choose the latter 
course, it would be a decision made at the time and not one to which we should 
be committed in advance through membership of the scheme. Thus the 
Chancellor was able to give a complete assurance that the Fund would not 
in fact tie us to gold and would not impede full employment. He stated quite 
explicitly that “ there is no foundation for the view that this scheme in any 
way involves a return to the gold standard,” adding that the attitude of the 
present Government to any such return would certainly be “‘ one of the most 
vehement opposition.” To the extent that the expansionist pressure set up 
by the Fund assisted in damping down fluctuations in demand, the scheme 
would actually assist in a full employment policy, by et the shocks 
to which export industries are inescapably exposed. Similarly, 1 rd Keynes 
has affirmed that we are determined in future that ‘“ the external value of 
sterling shall conform to its internal value as set to our domestic policies, 
and not the other way round.”’ 














Sterling Area Unaffected 


Compared with these fundamental points, the remaining objections raised 
to the scheme were rather of the second order of smalls. One strand of criticism 
was the argument that it is impossible to deal with external monetary policy 
until commercial policy itself has been decided. As Lord Keynes has pointed 
out, however, “ there is a logical reason for dealing with the monetary proposals 
first. It is extraordinarily difficult to frame any proposals about tariffs if 
countries are free to alter the value of their currencies without agreement and 
at short notice. Tariffs and currency depreciations are in many cases alterna- 
tives. Without currency agreements you have no firm ground on which to 
discuss tariffs. In the same way plans for dimini ishing the fluctuation of 
international prices have no domestic meaning to the countries concerned 
until we have some firm ground in the value of money. Therefore, whilst the 
other schemes are not essential as prior proposals to the monetary scheme, it 
may well be argued, I think, that a monetary scheme gives a firm foundation 
on which the others can be built. It is very difficult while you have monetary 
chaos to have order of any kind in other directions.’ 

Again, Sir John has made clear that the Fund would not interfere with 
Imperial Preference (tariff policy not being involved), nor with special arrange- 
ments within the sterling area. After all, the sterling area itself is merely a 
multilateral trading system, with freely convertible currencies and London 
playing the -“ an International Monetary Fund for the various Dominions 
and colonies. On the question of management, the Chancellor stated that : 
‘Our experts on this side have the conception of a general council of men of 
very high standing, with alternates who could take their parts at periodical 
meetings, but, at the same time, an element of executive management with a 
certain security of tenure composed of people chosen for their known freedom 
from prejudice or bias, and for their expert knowledge.”’ Sir John also dis- 
closed that : ‘‘ The general idea accepted by our friends in the United States 
and ourselves—when I say ‘ ourselves’ I mean the experts who worked on 
the plan—is that voting power should run parallel with quotas, and that the 
voting power of the United States and the voting power of the British Common- 
wealth should be, for practical purposes, equal. .. . The voting power of 
the United States and of the Commonwealth would. probably work out in 
each case at something like 20 per cent. or 25 per cent. of the total, though 
it depends on the actual quotas and there is some disagreement as to the 
quotas of some of the smaller countries.’ 

It is to be hoped that these various assurances and explanations will have 
helped to allay the nee ‘dless apprehensions of Parliament. In a more normal 
intellectual atmosphere they might not have been needed and the Commons 
might have come prepared to debate the plan in a more understanding frame 
of mind. It is of great advantage to this country that so many of our lead- 
ing monetary economists are in Government service, so that we have the 
benefit of their knowledge in the framing of currency plans and the 
negotiations involved. But the penalty for this is that they are pledged 
to silence and unable to guide monetary opinion in public discussion ; it is 
fortunate indeed that Lord Keynes at least has a platform in the House of 


Lords. 
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Imperial Preference 
By D. J. Morgan 
Lecturer in Economics at the University of Liverpool 

AINTENANCE of Imperial Preference is today the first article in the 
Mere of Commonwealth unity. This much is clear from the recent 
debate on Commonwealth relations in the House of Commons. It is 
equally clear that the wishes of Parliament had been correctly anticipated 
by the Prime Minister when he specifically covered the system of Imperial 
Pre ference by inserting in Article IV of the Atlantic Charter the qualification 
‘with due respect for their existing obligations.’’ It was in obvious accord 
with the feelings of the House that Mr. Churchill was able further to reveal 
that he had not agreed to Article VII of the Mutual Aid Agreement “‘ without 
having previously obtained from the President a definite assurance that we 
were no more committed to the abolition of Imperial Preference than the 
American Government were committed to the abolition of their high protective 
tariffs.” Probably the emphasis placed on economic aspects of imperial 
relations in the debate was in large part fortuitous, a result of the desire to 
avoid controversy at the time over the future political organization of the 
Commonwealth ; but the unanimity of views cannot lightly be dismissed. 
The question arises, therefore, whether emphasis on Imperial Preference can 

be justified objectively by reference to the facts. 

Although Canada adopted preferential rates of duties in 1898, and was 
followed by New Zealand, South Africa, and Australia between 1903 and 
1907, the United Kingdom did not establish any preferences for Empire 
products until 1919. The net benefit derived from United Kingdom preferences 
in the twenties was small, and indeed for some parts of the Empire negligible. 
The preference on spirits did not greatly assist the Empire, which mainly 
supplied rum, for which the demand was declining ; imports of Empire wines, 
tobacco and McKenna duty goods were on a small scale ; while the Empire 
already supplied most of our tea. In fact, the only dutiable commodity on 
which preference had an immediate substantial effect was sugar, and this the 
Dominions did not export. Until staple foodstuffs and raw materials were 
taxed, Imperial Preference could amount to little. In the autumn of 1931, 
British commercial policy did not change: it snapped off and began afresh. 
The rock upon which Imperial Conferences had foundered was removed by 
the passage of the Import Duties Act in February 1932. It was the role of 
the Imperial Economic Conference, which met at Ottawa in July 1932, to 
define the new start. 

The nature of the problem for which it was — the Conference would 
be able to find a solution may be described in this way : Since 1929 the world 
had been in a state of chronic economic disorder. To 1 many it appeared that 
capacity for production had outrun capacity for organizing the allocation 
to consumers of what had been produced. In the face of widespread poverty, 
suggestions that the fault lay in part in relative over-production in certain 
important sectors of the world economy appeared, to politicians and laymen 
alike, divorced from reality. For this and other reasons there was widespread 
reluctance to face the prospect of drastic readjustments in the structure of 
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economies, such as those of the Dominions, which had for many years relied 
confidently upon finding profitable export outlets for an indefinite expansion 
of primary production. 

The impact of the depression accordingly fell with special severity upon 
the Dominions, and as the disorganization which was so widespread meant 
a considerable degree of disillusionment about the value of connections with 
world markets, attention was directed towards the possibility of finding some 
stability in a highly unstable world inside the shelter of a more or less exclusive 
imperial system. The United Kingdom in any event was the principal creditor 
of the Dominions, and when the depression created difficulties in meeting 
the service of their overseas debt, it was also thought natural to expect trade 
privileges as an aid in meeting these obligations. Traditional “‘ orthodox ”’ 
methods were as much out of fashion in the United Kingdom as in the 
Dominions. The school which had always been anxious, partly for political 
reasons, to move in the direction of a more closely integrated Empire economic 
bloc, was now able, therefore, to command general support. The outside 
world was not entirely ignored—no responsible person ever envisaged an 
autarkic Empire—but the interests of foreign countries were relegated to a 
definitely secondary place, though it was also believed that a prosperous 
Empire might somehow jerk the rest of the world out of the doldrums of 
economic stagnation and itself later enjoy the favourable rebound on her own 
position of a more prosperous world economy. 

It is well to remind ourselves of the difficulties which arose in the course 
of negotiations. Superficially, the rapid change at Ottawa from the initial 
atmosphere of confidence and optimism to one of disillusion and pessimism 
might be explained by the unexpected manner in which negotiations were 
conducted. The Financial News commented at the time that “ the publicity 
campaigns, the lobbying, the booking and cancellation of steamship passages 
have been more re miniscent of a Franco-German Reparations parley than an 
Imperial Council.’’ Yet the underlying reason was the painful recognition 
that the scope for a broad extension of “the system of Imperial Preference on 
a reciprocal basis was severely limited. Hitherto, the system of unilateral 
preference had been motivated by — sentiment, and it is doubtful 
whether the preferences accorded by, say, Canada to the United Kingdom 
had done more than slow down her growing economic integration with the 
United States. Now it was de sired more closely to integrate the Empire, but 
the ‘‘ reasonable reciprocity ’’ on which this was to be based was hard to come 
by. Economic and political factors combined to limit the scope for preferences. 

On the economic side there were two major restrictive influences. On the 
one hand, Empire supplies rarely equalled Empire requirements. For those 
commodities produced in excess of Empire needs—such as wheat, wool, jute— 
no preference could increase sales, or raise prices. It was hardly a simple 
matter to divert United Kingdom purchases to those items of which the 
Empire was a net importer: Argentine meat was preferred to Empire meat, 
Newfoundland iron ore was not as suitable, owing to its high silicon content, 
as that of Spain and Sweden. Furthermore, it was realized by the United 
Kingdom delegation that any substantial diversion of purchases to Empire 
from forei ign markets would react upon our hard-pressed export industries. 
On the other hand, the determination of the Dominions to develop their own 
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industries and of the United Kingdom to protect her agriculture again narrowed 
the preferences they were prepared to afford one another’s staple exports. 
On the political plane, it was thought necessary by the various delegations 
to retain a rough balance of sectional advantages. Mandated territories and 
certain colonial areas were precluded from extending preferential treatment 
to Empire products. 

These limitations operated to varying degrees in all Empire countries. 
Owing to the nature of her exports, the relatively greater development of her 
industries and the election pledges of her Prime Minister, Canada became the 
crux of the imperial problem. Negotiations moved from one state of near 
peesneneir to another until agreement was eventually reached. And _ this 
occurred almost wholly cennies ‘the United Kingdom exports upon which a 
preference was most desired—iron and steel and their products, boots and 
shoes, cotton and woollen textiles—were Canada’s most heavily protected 
manufactures and it was urged by Canadian manufacturing interests that 
tariff reductions in favour of the United Kingdom would gravely embarrass 
their poene. As a result of the steady advance in the ’thirties, followed by 
the rapid advance during the war of industries in the Dominions and of agri- 
cultural protectionism here, these limitations will be even more pronounced 
in the future than they were in 1932. The Dominions, while still relying on 
the United Kingdom market for their agricultural and pastoral export products, 
will find it decidedly more difficult, if not impossible, to provide in the future 
concessions for our major export items on a quid pro quo basis. The Dominion 
economies are no longer so fully complementary to that of the United Kingdom. 

United Kingdom undertakings under the Agreements signed in August 
1932 were fivefold. First, the provisional exemption of Empire goods from 
duty under the Import Duties Act was confirmed. Over four-fifths of all 
imports from the Empire were thus covered. Secondly, duties were imposec 
or raised on foreign imports of such products as linseed, unwrought copper 
and eggs in which the Empire was specially interested. Thirdly, it was agreed 
to maintain for five years the general ten per cent ad valorem duty — 
by the Import Duties Act. Fourthly, it was arranged quantitatively to restric 
importation of meats, ham and bacon from foreign countries, although subjec 
to the right to restrict imports from the Dominions if and when such provec d 
necessary in the interests of the British farmer. And, finally, there were 
provisions with respect to Empire coffee, tobacco, the import of cattle from 
Canada, etc. Broadly speaking, the policy adopted was thus to consolidate 
temporary fiscal expedients, to —— and heighten the tariff on foodstufis 
and raw materials, and to institute the quota system. Before Ottawa, 15.3 
per cent. of foreign imports into the United Kingdom were taxed at rates 
between Ii per cent. and 20 per cent., and 4.6 per cent. of these imports at 
rates in excess of 20 per cent. ; after Ottawa, the percentages were respectively 
21.8 and 7.7. The free list fell from 30.2 per cent. to 25.2 per cent. Such 
appeared an odd way to effect the aim of the Conference as Mr. Baldwin 
had expressed it, namely “ to clear out the channels of trade among ourselves.”’ 

Equally difficult to reconcile with this aim were the Dominions’ concessions. 
These involved: (i) the removal, as soon as financial conditions permitted, 
of all crisis duties, surcharges and prohibitions against United Kingdom 


A 


goods, (ii) the increase of preferences to certain U nited Kingdom export items, 
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(iii) the future extension of protection by tariffs against United Kingdom 
exports to “only those industries which are reasonably assured of sound 
opportunities for success,’ and (iv) the undertaking that “ the tariff shall be 
based on the principle that protective duties shall not exceed such a level as 
will give United Kingdom producers full opportunity of reasonable competition 
on the basis of the relative cost of economical and efficient production, provided 
that in the application of such principle special consideration shall be given 
to the case of industries not fully established.” 

Except for the removal of the crisis imposts, the main changes that took 
place in the Dominions’ tariff schedules were an upward revision on duties 
against foreign goods. This tended to confirm the belief which was widespread 
before 1932, and not confined to the United Kingdom, that the Dominions in 
granting preferences had asa general rule first erected a tariff wall sufficiently high 
against United Kingdom exports and then added a brick or two against foreign 
goods. Hopes of clearing the channels of trade in the Empire therefore reposed 
in the third and fourth of the above Dominion pledges. But it soon became 
obvious that these general pledges could be interpreted in more than one way. 
The Canadian Tariff Board lacked experience in fiscal matters and its attempts 
meticulously to compare relative costs of production as between Canadian 
and British industries produced, after lengthy enquiries, mainly negative 
results. The task of applying the principle was fraught with difficulty. The 
decisive changes in outlook came in 1935 when Mr. ‘Meckensie King became 
Prime Minister. The Australian Tariff Board proceeded in quite the opposite 
direction: it held that the third undertaking merely expressed its own 
established policy, whilst the immediate application of the fourth principle 
would seriously dislocate some established industries. It is true, however, 
that later on the Tariff Board recommended several important reductions. 
Yet this can hardly be put to the credit of the Ottawa clauses ; in very many 
cases it merely followed the decline in local costs attributable to the general 
overhaul of methods and costs that had proceeded in Australian industries 
since 1931. 

What were the general effects of Ottawa on Empire and world trade ? 
The following table indicates the trend over the period 1929-36 as well as any 
statistical evidence is capable of doing. 


WORLD, EMPIRE AND INTER-IMPERIAL TRADE, 1929-1936 
1929 1932 


World trade (gold value index) 

Empire trade (gold value index) .. 

Empire trade: % of world trade as ar 
Inter-Imperial trade: °% of total Empire trade. . 
Inter-Imperial trade: °, of world trade 
Empire-foreign trade : % of world trade 


0 


Three trends are indicated. First, the gold value of Empire trade increased 
over the period 1932-36 in greater proportion than the gold value of world 
trade ; secondly, the relatively importance of inter-Imperial trade in total 
Empire trade also increased ; and, thirdly, Empire trade increased relatively 
to world trade. As far as United Kingdom trade is concerned, the following 
table shows that there was a sharp rise in the value and percentage of imports 
from the Empire, in spite of the decline in imports from Eire. The advance 
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in United Kingdom exports to the Empire was slower. Over the same period, 
both the value of re-exports to the Empire and their proportion of total re- 
exports declined : 
OVERSEAS TRADE OF THE UNITED KINGDOM, 1929-1936 
IMPORTS EXPORTS 
————? = eee 
From 
Total foreign From Total foreign 
countries Empire countries 
£m. £m. £m. m. £m. 
1929 ee 1,220.8 861.9 358.8 ).3 404.9 
(70.6%) (29.4%) (55-5%) 
1952 «us 701.7 453-5 248.1 305-0 £995 
(64.7%) (35-3%) (54-06%) 
1936... 848.9 516.4 332.6 440.7 223.8 
(60.9%) (39.1%) (50.8%) 

In appraising the effects of Ottawa on the basis of this statistical evidence 
it is essential to avoid making post hoc inferences. Ottawa did not operate 
in vacuo. On the contrary, there were several other influences at work over 
the period 1932-36. The new start in British commercial policy which made 
reciprocal preferences possible had wider repercussions. The departure of 
sterling from gold, and the membership by all Empire countries—except 
Canada—of the sterling bloc, undoubtedly facilitated trade between them, 
as it gave them the benefit of relative exchange stability. The importance 
of this is well illustrated by the following table which shows that sterling bloc 
countries outside the Empire substantially increased their trade with the 
United Kingdom over the same period. 

DISTRIBUTION OF UNITED KINGDOM TRADE, 1929-1938 
(Percentage shares) 

Imports Exports 

1929 1032 1935 1935 | 1929 1932 1935 

(i.) British Commonwealth ‘< 30.2 30.4 39.0 41.9 | 44.4 45-4 47.0 
(ii.) Countries of sterling bloc not 

included in (i.) - zd 12.0 2 2! Pe f 7.4 9.5 11.5 

(ii.) Other countries is a 57-8 50.. . 26.2 | 48.2 44.8 40.9 


£ 
726 


Finally, the rise in commodity prices, and especially those of primary products, 
was largely, if not wholly, due to the general improvement of world conditions. 
It is impossib le to estimate the contribution of Ottawa. But this much is clear 
from a detailed study of the direction of Empire trade: Ottawa led to a 
large-scale diversion of trade from foreign to Imperial markets. _ Canada, 
for example, switched purchases of cotton goods from the United States to 
the United Kingdom, the United Kingdom transferred purchases of meat 
and dairy products from foreign to Empire producers. 

The “ calamitous fall of primary product prices ’’ had brought the Common- 
wealth together in 1932. The reversal of this trend by 1935 was reflected 
in a critical questioning on the part of the Dominions of the adequacy of this 
policy of Imperial consolidation. Just as United Kingdom manufacturers 
had had their early expectations of a downward revision of Dominion tariff 
schedules disappointed, so the Dominions primary producers later found 
that subordination to British agriculture was an unpleasant reality and not 
merely, as they at first expected, a polite gesture. They further found that 
the products of which the Empire had a net export — such as Australia’s 
wool, could not safely be left to look after themselves. The Canadian Prime 
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Minister’s insistence at Ottawa on a wheat preference did not receive the 
support of Canadian grain interests, who realized that, in so far as it enabled 
Canada to oust wheat sales by competing countries from the British market, 
any preferences would merely intensify selling pressure elsewhere. Australia 
also had been sceptical of the value of a preference. The wheat position was 
dealt with in the following year by the International Wheat Agreement. 
More germane therefore are the consequences of imperial self-sufficiency on 
wool. The position was outlined by Sir Henry Gullett, Minister in Charge of 
Trade Treaties, in the Australian House of Representatives (October 29, 1936). 
He said : “ Probably we must continue to depend, in the main, upon the market 
of the United Kingdom for the export of this primary surplus. It is inevitable, 
however, that we shall reach the end of the c capacity of that market to consume 
our exports upon an expanding scale. . . While in Europe last year I dis- 
cussed treaty making with representatives of seven countries. The common 
complaint was that Australia had by successive steps adopted an attitude in a 
trading sense unfriendly and harmful towards its old foreign trading friends. 
The particular steps to which emphasis was given were : the successive increases 
from 1929 to 1931 in the customs tariff, the i increased duties under the general 
tariff arising out of the higher margins of preference to the United Kingdom 
under the Ottawa Agreement of 1932, the strongly preferential remissions 
of primage since that date and the exchange of adjustment concessions accorded 
to goods of British origin since 1933. The attitude throughout Europe, apart 
only from woollen manufacturers, was first to exclude Australian products 
other than wool, to curtail as far as possible credits available for Australian 
wool, and to concentrate upon scientific research for the discovery of wool 
substitutes. The atmosphere and tendency was not only uncompromising 
against Australian products other than wool, but extremely prejudicial to 
Australian wool interests.”’ 

The first evidence of this changed outlook came in November 1935, when 
Mr. Mackenzie King’s Government signed a trade agreement with the United 
States under which valuable tariff concessions were exchanged. It was 
followed in 1937 by an agreement between Canada and the United Kingdom 
which brought about significant reductions in the Canadian tariff list but, 
potentially more promising, meee pted the principle of a maximum preference. 
This permitted a reduction of tariffs on foreign imports even when the British 
items were already on the free list, in substitution for the Ottawa principle of 
fixed preferences, which prevented any further lowering of duties on foreign 
imports once British goods entered on the free list. In the following year 
Canada and the United Kingdom sacrificed trading privileges in one another’s 
markets in order to facilitate the signature of treaties with the United States. 
Thus the exclusive nature of the Ottawa policy was repudiated by Canada 
in an attempt to clear the channels of world trade. 

In December 1937 Mr. R. G. Menzies, the Australian Attorney-General, 
followed up Sir Henry Gullett’s argument. The awkward possibility he foresaw 
was that Australia was approaching “a point in economic history when a 
rigid insistence upon the fullest measures of Empire preference may prevent 
the British countries from taking their proper part in a great movement of 
world appeasement through the revival of trade.’’ In the following year the 
Memorandum of (¢ ‘onclusions (Cmd. 5805), which was published at the end of 
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discussions between the United Kingdom and Australian Governments, signified 
the general recognition of the limitations of the Ottawa policy. The United 
Kingdom acknowledged Australia’s natural desire to extend her secondary 
industries, and in return the Australian Government not only accepted the 
broad lines of United Kingdom agricultural policy but also agreed that the 
United Kingdom position as an international trading, investing, and shipping 
country set an upper limit to the trading privileges which could be granted 
in the future by the United Kingdom to Australia’s primary producers. It 
was recognized that “any diminution of total exports from the United 
Kingdom will tend to affect the capacity of the United Kingdom to purchase 
foodstuffs and raw materials from overseas suppliers, including Australia.” 
The outbreak of war in 1939 prevented these general principles from bearing 
full fruit in a new orientation of Commonwealth commercial policy along 
essentially less exclusive lines than those which characterized it between 
1932 and 1937. Even, therefore, if there were a recurrence at the end of the 
present war of the maladjustme nts in primary production experience -d in the 
early ‘twenties, it is not likely that the Dominions would again seek salvation 
on the Ottawa lines. Such will be true a fortiori if there is no similar plight. 
This may on the whole be regarded as fortunate, since the not inconsiderable 
difficulties of determining reciprocal concessions have during the last twelve 
years been aggravated as a result of the increasingly more diversified nature 
of the economies of the Dominions and India. 

The answer to the third question posed at the beginning of this article 
is implicit in the above discussion. The Ottawa policy was in itself and in the 
policy it heralded the very antithesis of international economic collaboration. 
Although Imperial Preference was held to constitute a legitimate exception 
to the most-favoured-nation clause, the United Kingdom nevertheless rendered 
abortive attempts on the part of other groups of countries to establish low 
tariff clubs amongst themselves by insisting on her treaty rights to share any 
concessions they made to one another. The erosion of Imperial Preference 
will be warmly received in those countries which in the past have been com- 
pelled to concede its exceptional nature in this respect. 

Dominion wishes for trade privileges were repeatedly thwarted until the 
depression of 1929-1932, by which time the earlier failures had helped to endow 
these privileges with a significance out of proportion to their potential value. 
After Ottawa it was found that “ Imperial Preference ’’ was not synonomous 
with “ secure and adequate markets.’’ The Dominions have learnt the lesson, 
but it appears that the present House of Commons is not such an apt pupil. 
In fact when Mr. Spearman, Member for Scarborough and Whitby, suggested 
during the debate that “it would pay us and the Dominions to cast on the 

waters some crumbs of Imperial preference in the faith that on a great flood 
of world trade we would have returned to us a substantial loaf,” he was not 
listened to, as Sir Edward Grigg put it, ““ with any great measure of sympathy.” 
If the above picture is truly drawn, the conclusion inevitably follows that 
Parliament’s faith in Imperial Preference is either mistaken or based on non- 
economic grounds. If the former, the facts will, it is hoped, in time correct 
the perspective ; if the latter, Imperial Preference is a poor instrument, except 
as a pretext for and camouflage of policies based essentially on trade dis- 
crimination and the growth of agricultural protectionism. 
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The Cartel System—Its Future 
By Baron Boel 


(Baron Boel is Financial Adviser to the Belgian Government and a partner in 
Messrs. Solvay et Cie) 

ODAY there is a great controversy concerning the functions of cartels 

both in the United States of America and in Great Britain. Why has 

this controversy rage” more intense in these days? It is because 
industrial organization is, and will more than ever in post-war di ays become, 
a complex problem. Clause 5 of the Atlantic Charter states that “ they desire 
to bring about the fullest collaboration between all nations in the economic 
field.”” To effect this there must be economic stability throughout the world. 
What methods must be devised to achieve this objective ? As a European 
industrialist who has been reared on the principle of collaboration rather than 
cut-throat competition, of management of business instead of being managed 
by business, I believe that in each of the big and basic fields of industry— 
in which I include agriculture—the only way by which a fuller and more 
efficient use can be made of both human and national resources is through 
the loyal co-operation of sndustry with Governments. 

In the days of the change-over from war to peace, from chaos to order, 
there will be an urgent need of co-ordination, both nationally and inter- 
nationally, and industrial organization can be a keystone to the solving of 
many international problems. It is safe to postulate that, inasmuch as 
Europe knows how to manage cartels, it will continue using them—the more 
0 if other countries have State-controlled monopolies. Of course, a con- 
tinuation of cartels by one nation, or a group of nations, will not compel a 
revision of trade practices existent in other countries. Let us, therefore, 
proceed to examine the real meaning of the cartel system and its possible 
influence upon the future of international industrial organization. 

The expert committee of the League of Nations in 1931 reported that inter- 
national agreements (cartels) are ‘‘ merely a means created by practical needs, 
of meeting difficulties which are almost insurmountable.” The essential 
feature of the cartel is that it is a gentleman’s agreement: that is to say, 
its provisions are not legally binding and their enforcement rests on the good 
faith and agreement of the contracting parties. There are, it is true, exceptions 
to this ; for example, in Germany and Norway a cartel is a legally binding 
and enforceable instrument. To define the cartel in a few words is difficult. 
I would say that it is an agreement by which all or nearly all of the independent 
productive units agree, for a period that may be limited (or, if not, subject 
to cancellation within short notice) to carry out one or more of the following 
objects : 

a) the fixation of prices ; 

b) the establishment of markets ; 

c) the regulation of production ; 

d) the exchang xe of information of a commercial or technical nature. 


The ad is an economic entity of individual enterprises and may be 
national, regional or international in its scope. For a time it may develop 
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a temporary monopoly. It is different from the Trust, which is a combine 
where the individual productive instruments become mere technical entities 
of one enterprise, with only one dominating will—deliberate and permanent 
monopoly if it succeeds in the merger within itself of a great majority of the 
enterprises concerned with the same type of production. It is proposed to 
limit consideration in this article to the cartel system, building temporarily 
an economic entity of individual enterprises. 

Where and when did cartels begin? Without wishing to go back to the 
Roman Empire, let us not forget that the medieval guilds preserved parity 
of rights and principles between members of the groups, controlled the supply 
of materials for manufacture, regulated production and stabilized the sale 
of products. The first cartel in British history was the Newcastle Coal Vend. 
Beginning in the early years of the seventeenth century, it survived a Royal 
Proclamation revoking monopolies in 1609 ; survived the anti- monopoly acts 
of 1634 and 1636, and survived the dissolution of Parliament by Cromwell, 
with its abrogation of Royal favours. In 1720 and 1730, and again in 1738, 
the Vend defeated legislative attempts to release free me rchants, and in 1771 
it emerged as the model upon which continental cartels were based. The 
Vend itself died in 1844. However, other cartels followed, and the Inter- 
national Steel Rail Cartel of 1883 was the forerunner of an economic system 
which came rapidly to the forefront about 1910 in Germany, causing official 
legislation to be enacted concerning its scope. 

The German law of 1910 force .d the potash industry to form a compulsory 

cartel. Generally speaking, the German common law was applied to cartels 
prior to the passing of the German Cartel Ordinance in Nov ember 1923, thus 
becoming subject to Statute law. There is no special “loi’”’ on cartels in 
France, but the formation of a cartel or “‘ comptoir’’ may be considered to 
be a crime—‘“ délit de coalition ’’—punishable under Article 419, Code Pénal. 

It was in 1890 that the Congress of the United States passed the Sherman 
Anti-Trust Act to embody the principles of the common law with respect to 
restraint of trade and monopoly export of the federal jurisprudence ; it was 
not until 1914 that the Clayton Act and the Trade Commission Act reached 
the statute book of the United States, as a new orientation of anti-trust 
policy, being followed some four years later by the Webb-Pomerene Act. 
Someone has said: ‘It remains true on the whole that the United States 
seems fairly on the way towards a clear-cut logical policy of granting con- 
ditional exemption from the rigid prohibitions of the law to industries 

‘ affected with a public interest ’ and to these only.”’ Later on came the well- 
known National Recovery Act. The British Dominions have displayed some 
legislative zeal in this matter: in Canada the position is controlled by the 
Combines Investigation Act of 1923 ; in Australia by the Australian Industries 
Preservative Acts 1906-10, since supplemented by the Inter-State Com- 
mission Act, Ig12, and the Monopolies Act, 1923, in New South Wales; whereas 
New Zealand had the Commercial Trusts Act in Igro. 

Even this brief historical outline helps one to realize how tolerated organiza- 
tions become legally recognized and consequently one is led to the question 
how cartels, if necessary, can be made good and kept so. To answer this 
question let us proceed to a diagnosis of both the evil and good points of the 
cartel system. Some people say that cartels prevent full employment, destroy 
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markets, annihilate competition, increase prices, curtail consumption, keep 
in being uneconomic production units, lower quality, prevent a free chance 
to new and small producers, retard progress by stifling industrial initiative 
and research, and last, but not least, create “pressure” groups, “ Etats 
dans |’Etat,’’ with tremendous and irresponsible power. Many of these 
objections may or may not be true at are categorically 
untrue are the conclusions which many people draw from them. They judge 
with preconceived ideas and do not consider what greater evils might follow 
the prohibition of cartels. Further, what is true concerning the structure 
of industry in Europe may not be true of industry elsewhere, and I am writing 
with peculiar application to Europe. 

Cartels certainly do fix prices, divide markets and harmonize production 
with the potential demand. As they are temporary structures, the possibility 
of a break-up of their organization must be constantly borne in mind and 
decisions taken so as not to defeat their own ends. There is a limit above 
and under which no cartel can fix its prices, and it has more than once been 
proved that the cartel’s prices are always lower than the open-market prices 
in an expansionist cycle and higher in a depression, building up stability of 
prices which normalizes de mand and prevents the dislocation of markets. 

If prices were to be pitched too high, uneconomic units would certainly be 
kept alive—perhaps a temporary social advantage but nevertheless an economic 
evil. The danger of new competition would be increased (and no cartel is 
powerful enough to prevent competition), either in the same field by the big 
industrial consumers, or competition with products in other fields (for example, 
steel versus cement in building, cotton versus rayon in textiles, synthetic 
fertilizers versus natural fertilizers in agriculture, and coal versus oil). Con- 
sumption would be limited : high profits would be built up on small turnovers, 
whereas the objective should be small profits on large-scale production. All 
of which would be at cross purposes with what ought to be cartel aims. 
On the other hand, there is a limit under which prices ought not to fall— 
and cartels do not allow these levels to be reached, because they would entail, 
as against a temporary advantage for the consumer (maybe nationals of 
another country), low wages, insecurity of employment, unstable conditions 
for shareholders, curtailment of constructive research and development work. 
Between these limits cartels ought to fix moderate and fairly stable prices. 

The division of markets can be an evil if it is a method of imposing trade 
restrictions over and above governmental action (through tariffs) and without 
governmental approval. The only remedy is, as I shall suggest later, a close 
governmental supervision over international cartels. The adaptation of 
production to consumption is a necessity if one wants to avoid the disastrous 
effect of curtailed production, following a boom of employment. It guarantees 
a steady rate of production, entailing a greater degree of assurance of keeping 
employment within much closer limits and adjusting costs to rock-bottom 
levels without useless waste of capital in over-capacity. 

Notwithstanding cartels, competition exists between industrial groups. 
It is both healthy and constructive and furthers progress by an appeal to the 
inventive sense of mankind. Competition within the same cartel exists by the 
mere fact that, as cartels are transient and not built for ever, each member 
wishes to build up a highly competitive position, either for the day when 
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the organization breaks up and a price-war ensues or as a background for a 
higher quota when the cartel is renewed. Any important new invention or 
scientific discovery of a new production method (e.g. Perkin’s discovery of 
synthetic dyes versus the natural indigo industry—the Solvay process versus 
the Le Blanc process) puts its owner in such a position that if he is a member 
of a cartel he can secede from it and fight old methods with new, inasmuch 
as competition must allow the strongest to win for the best interests of the 


consumer. 

No cartel is so armoured that it can long withstand the attack of scientific 
progress. There is no retarding of progress. On the contrary, cartels allow 
for marg ins of profits so that an allocation of part of these profits can be set 
aside for development and research, bringing into being new methods of 
produc in, with the corollary of new, better and cheaper products. In some 
cartels, price reductions are planned regularly year after year so that technical 
improvement is shared, under such a policy, between producer and consumer, 
and at the same time allows for wage increases, better working conditions 
and more generous social security plans. Cartels may have a definite policy 
for the pooling of patents and know-hows, and for the co-operative de velop- 
ment of technical knowledge between all the constituent members, making 
it automatic that a constructive invention in one part of the world can legally 
be used in another. Many cartels have in this manner developed more efficient 
methods of marketing, increasing consumption and allowing for improvement 
of the quality of their goods. 

It is admitted that cartels do create so-called “ pressure ”’ groups, deve loping 
greater and greater power. But it must be noted that the interests of these 
various groups very often run at cross purposes and are sometimes at variance 
one with the other. is not organized labour one of the most powerful of such 
groups? The old principle of equilibrium between various strengths— 
‘ divide et inpera’’—may then make the public, or the great mass of con- 
sumers, the arbitrator. The cartel is the result of the realization by the 
business world that unrestricted competition is unnatural and fallacious, 
and that constructive, intelligent competition, together with studied co- 
operation, is not only desirable but essential to both the national and inter- 
national structures of industry. Further, it ts an instrument of collaboration 
between management and worker, between employer and employee. 

The whole case for or against the cartel cannot be prejudged by one phrase 
such as restriction or limitation of production. it may not be obvious that 
cartels have virtues as well as vices. But it is only fair to the public and to 
the workers of all grades that the facts should be stated and ignorance dis- 
pelled. The most important advantage of cartels which concerns the workers 
of the world is the levelling of production in order to keep employment steady 
over a given period, coupling with it the stabilization of wages and their 
possible increase as a result of economies effected by rationalization and 
integration in industry. The two paramount objectives of organized labour 
are good working conditions and continuity of employment. I submit that 
these objectives can be obtained by collaboration of capital and labour in 
and through the private international trade- agreement or cartel. Before 
international industrial and commercial collaboration in the cartel system is 
condemned, its objects and results should be more closely studied by all 
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sections of the community. It is stated that “ big’’ business and “ big 
labour are combining to form an “ imperium in imperio”’ to dominate trade 
and industry ; but in point of fact the influence of the two so-called “ pressure ”’ 
groups is exaggerated, because national Parliaments represent more than 
those eng aged in industry and trade, and a part cannot be greater than the 
whole. 

It is the protection of the consumer that must be the basis of all legislative 
action —nationally or internationally—in connection with cartels. The ques- 
tions we should ask are: Is legis lation necessary ; and, if so, when; and 
then finally what form should that legislation take ? Fundame ntally, all law 
and order is based upon restraint and good behaviour. Reverting to the 
distinction made between trusts and cartels, I would say that any form of 
national monopoly only needs governmental supervision if it is either pro- 
tected by tariff barriers or has hece established by government on be half of 
industry. Cartels or trusts which exist only on a national basis, and whose 
products have to meet outside competition without tariff protection, are no 
danger whatsoever to consumers, and may, in my opinion, live without any 
kind of government supervision. The position would not be the same if, due 
to international agreements, the home market was protected and allotted. 

Speaking generally, | am of the opinion that all international agreements 

yuld be submitted to a government agency before signature and ratification 
»y industry, accepted by this agency and fing lly the terms must be published 
in an official newspaper or pet riodical. This agency would form part of the 
Economic Department of the Administration and could be composed of a 
Board, made up or constituted as follows 

One independent chairman ; 

Six civil servants ; 

Six representatives of industry chosen for each case from a panel ; 
thus allowing for each case to be studied by such a constituted Joint Board, 
which would be strictly impartial inasmuch as no private interest concerned 
with the case under review would be represented. This Joint Board would 
discuss the case on its merits, build upgjurisprudence and be mainly con- 
cerned with the following points : 

(a) Is the cartel useful both from a general and national view-point 
(stabilization of markets and/or prices, increase of foreign income, 
increase of employment) ? 

(b) Does the cartel allow the consumer, i.e. the general public or the industries 
utilizing the products of the cartel, to acquire the products at 
competitive and reasonable prices ? 

(c) Does the cartel protect the small unit ? 

A Court of Appeal could be instituted. Such a court could be composed 
of an independent chairman, who must be a lawyer with knowledge of trade 
and industry, one representative of trade or industry, one representative of 
the consumer, one delegate of the workers (a Trade Unionist) and a chartered 
accountant. Their judg ‘ment or decision would be definite, binding on all 
parties and published in the national Press. 

By such methods as outlined I believe that co-ordination of industry can 
be effected. This co-ordination—alone—will not establish a stable economic 
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world, but it can powerfully help to achieve this goal. I am a firm believer 
in the continuance of the system of cartels as an instrument for the regulation 
of trade, both nationally and internationally. Further, I believe it is possible 
by the method of supervision suggested to allow the survival of only good 
cartels and to control their policy and conduct in the future. Thus would 
industry be protected against any type of cut-throat competition and dumping, 
consumers would see prices stabilized at generally acceptable lev els, organized 
labour would achieve good working conditions and continuity of employment : : 
the nation would realize that its resources of intelligence, initiative, capital 
and man-power were being put to the best possible use with the greatest 
degree of efficiency ; finally, a solid foundation for loyal co-operation between 
Governme nt and industry would be created. 

3y my treatment of this subject I have tried to indicate a sense of fairness 
by the admission of the existence of bad as well as good cartels, but I hope 
I have made clear to my readers that the objective is the elimination of bad 
and not the extinction of all cartels ; and in this connection I would again 
express the well-known maxim that “ mere size is not an offence.” Quality of 
administration and policy, and not size, should be the yard-stick of supervision. 
To those who oppose cartels I would pose the simple questions: What form 
of stabilizing organization would they put as substitute ? Would not the 
eventual result of any other scheme be a system of State control ? 





Inflation in the Far East 
By Paul Bareau | 


ANKING in the Far East has, during the past year, had to be conducted 
in an increasingly inflationary environment. In China, where the 
symptoms. of inflation have been most marked, currency chaos has pro- 
vided little impediment to normal banking business because such business 
would in any case have been held down to its irreducible minimum, however 
stable the monetary background. Two British banks, the Hongkong and 
Shanghai and the (¢ ‘*hartered Bank, have maintained their offices in Chungking 
open, but apart from some routine exchange business ‘n effecting charitable 
and personal remittances to China, there can have been little to occupy the 
stefis which have been maintained at such enormous expense ir the capital 
of Free China. The maintenance of these offices can orly be justified as a 
preparatory move to post-war re-expansior of banking business in the ports. 
That re-expansior, it should be noted, will take place under the new conditions 
created by the abandonmert of extra-territorial privileges by all foreign 
powers. It remains to be seen how far the development of the Chinese adminis- 
tration and judiciary will provide the kind of environment in which bus ness 
and banking will again function on lines comparable with those which were 
followed before the war. 
A difficult period of transition and adaptation is bound to occur. The 
hopeful factors are the astonishing power of economic recovery of China and 
the pressing need of that country for foreign capital. These two should, 
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between them, make for a rapid recovery in the country’s external trade and 
for comparatively lenient treatment of foreign institutions. On the other 
hand, it would be unwise to ignore altogether the recent growth of nationalistic 
sentiment in China or to assume that a return to anything like the status quo 
can be counted upon. The clearest evidence of the change of atmosphere has 
been provided during the past year by the reform in the Chinese exchange 
control. The Stabilization Fund, on the Board of which Chinese, American 
and British representatives had been nominated, was dissolved in 1943 and 
replaced by a wholly Chinese control. The international body had given the 
Chinese authorities little satisfaction in the last period of its reign. With the 
virtual disappearance of Chinese foreign trade, other than that handled direct 
by the Allied Governments, the majority of requests for exchange which 
reached the Board were on behalf of individuals who wished to travel from 
free China to India for “ official’ purposes. In most cases the requirements 
for exchange were pitched so high that the object of the voyage became 
fairly clearly manifest. The travellers in question were merely taking some 
of their capital out of China in order to invest it in one of the inflation-proof 
media (bullion, for example) to be found in India. The almost automatic 
rejection of these requests for exchange became tedious in the extreme to the 
Chinese authorities. The international Board began to appear to them as a 
noxious symbol of foreign interference in domestic affairs, and by arguing that 
the Powers had already promised to relinquish their extra-territorial rights 
the Chinese authorities obtained sole control of their own exchange affairs. 

The monetary chaos in China is not reflected in the exchange position. 
The official rate of the Chinese dollar remains at 3d., though it should be 
noted that in effect most remittances made through the official market now 
carry a rate of rd. During the past year the 25 per cent. discount on certain 
personal remittances to China was increased to 50 per cent., and was extended 
to cover military, diplomatic, and other personal remittances (for example, 
to staffs of foreign firms) and also charitable remittances. In fact, the official 
rate only affects a small volume of exchange operations. These adjustments 
for private remittances meet only a minute part of the problem of price in- 
flatidn in China, and the purchasing power of the currency is completely out of 
line even with a rate of 14d. The inflation is best measured by the rise in 
prices in Chungking, where the official cost of living index had by July 1943 
(the latest available figure) risen to 6,074—the average for the first half of 
1939 being equal to 100. 

The evidence of runaway inflation is in keeping with all other symptoms 
of the breakdown of the fiscal and monetary machines in Free China. The 
Chungking Government have virtually abandoned all attempts to make ends 
meet except through their use of the printing press. There are remnants of 
the old Maritime Customs administration but, for obvious reasons, it is no 
longer the efficient organism which it once was. It now superintends certain 
provincial customs, and though the amount raised by these dues on domestic 
trade may be considerable, the machine leaks and only a fraction of the amount 
collected reaches the central Government. Some taxes in kind are levied 
from farmers and their proceeds are used to feed Governmental officials and, to 
some extent, the army. In addition, the Government makes some pretence at 
levying direct taxes on incomes, This tax only affects basic salaries and leaves 
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cost of living bonuses and other sources of income unaffected. Since the basic 

salaries probably represent less than ro per cent. of the total emoluments of 
civil servants and other salaried people in China, and since the tax on this 
small part of their effective income only amounts to 4 per cent., it will be 
seen that the weight of direct taxation is derisory. The vast balance of 
Government expenditure is covered by printing more notes. The Chinese 
authorities deem themselves to be having the situation well in hand if the cost 
of living rises by no more than I0 per cent. per month. 

In these conditions, the cost of maintaining even small staffs in Chungking 
has cost foreign banks dear. Not all foreign institutions have fared equally 
in this respect. British staffs are remunerated through the official exchange 
market. American personnel fares much better, since it is paid very large ly 
through U.S. dollar notes, for which a flourishing open market (it hardly 
deserves the name of black market) exists in Chungking. These notes are 
quoted between 40 and 50 times their nominal value, and the original holders 
therefore manage to keep fairly well abreast of the inflationary movement of 
prices. There is a considerable volume of domestic trade, but none of it is 
such as to demand the facilities of foreign banks. The most interesting of this 
trade is that between Free and Japanese occupied China. This trade consists 
largely in the shipment of foodstufis to the Japanese occupied territories and 
the receipt, in exchange, of manufactured goods. This trade proceeds with 
the connivance and, in some respects, the direct financial participation of the 
authorities on both sides. The main centre for this entrepot trade was Loyang, 
around which the recent campaign in China has been fought. 

The dearth of opportunities for active banking business is clearly reflected 
in the balance sheet of the Hongkong and Shanghai, which at the end of 1942 
showed that, out of free assets of about £43,000,000 (there were {41,464,000 
in enemy occupied territories), no less than £33,000,000 were represented 
by cash, short loans and Government securities. This bank is now one of the 
largest lenders in the London money market and its end of 1943 balance sheet, 
which should be published in the near future, will probably show a further 
exaggeration of the —— ul liquidity revealed by the end of 1942 figures. 

To step from the Chinese to the Indian scene is to move from comparative 
chaos to order, thoush the prevailing atmosphere remains decidedly infla- 
tionary. The fundamental cause of inflation in India can be shown in the 
following table, giving the volume of Indian and British Government 
expenditure in India in each of the last four financial years. 


EXPENDITURE IN INDIA 
Borne by Borne by * Total 
H.M.G. India 
fm. fm. 
41 a aie wa 40 : 
941-42 ae e oe 145 
1942-43 a - es 253 
943-44 . + . 205 2 ot0 


rotal.. ie nw ae 723 545-: 1,268.3 


In these four years of war, therefore, British Government expenditure in 
India has exceeded the Indian Government’s expenditure by £178,000,000. 
This external expenditure, for which no provision is made by the Indian 
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Government either in its tax programme or in its loan policy, has been further 
increased to an unspecified but large amount by the expenditure of the 
U.S. Government. With the development of East Asia Command’s operations, 
that expenditure which lies outside the Indian Government’s budget is rising 
persistently. It creates purchasing power and, as yet, few steps have been 
taken to absorb that purchasing power, which thus competes for an extremely 
limited supply of consumer goods. The main anti-inflationary solvent has 
been the sale of gold in the Bombay market on official British and American 
account. The proceeds of these sales, even though they have been made at 
prices ranging up to £17 an ounce, have only sufficed to meet a small fraction 
of the combined expenditure of the two Governments in question. The 
Government of India’s sale of premium bonds must be deemed part of the 
anti-inflationary campaign, though it should be realized that the proceeds of 
this unusual issue will merely help to cover that part of the Government of 
India’s expenditure which is not met by taxation. There have been other 
anti-inflationary measures, among them attempts to stop speculation and 
forward dealings in commodities. More recently, the Government of India 
has given greater freedom to capital issues, allowing such issues even if the 
declared purpose for which the money is raised can only be achieved after 
the war. The aim is to mop up redundant purchasing power and temporarily 
to invest the proceeds of such issues in Government loans. But these various 
counter-measures can only touch the fringes of the problem so long as the basic 
cause of inflation, the huge expenditure of external Governments for which 
the Indian Government makes no fiscal provision, remains untouched. 

The external expenditure is met in the most inflationary of all methods, 
namely by direct operations with the Reserve Bank. To some extent, the 
amount of such assistance has been reduced since the British and American 
Governments began selling gold in the open market in India, but the expansion 
in currency, mainly backed by external assets, nevertheless continues. The 
Reserve Bank’s return dated April 21, 1944, shows external assets amounting 
to the equivalent of £720,825,000. This is an increase of {290,350,000 on the 
preceding twelve months, a movement which more than balances the increase 
in the circulation over the same period. The whole of these securities consist 
of sterling, but in future a certain admixture of U.S. dollars may be added to 
these external reserves. Hitherto the Indian authorities, by agreement with 
the British Treasury, have sold to the latter any US. dollars they may have 
acquired and have taken sterling in return. By a recently reported agreement, 





BRITISH MUTUAL BANKING CO. 

The High Court has sanctioned the extension of the Memorandum of Association 
of the British Mutual Banking Co. to enable the bank, inter alta, to act as Executor and 
Trustee and also as a Registrar for Companies. 

BRITISH BANKERS’ ASSOCIATION. 

Mr. Colin F. Campbell has been re-elected President of the Association for the seventh 
successive year, and Mr. Edwin Fisher has been re-elected Vice-President for the coming 
year. Mr. J. M. Thomson of the Royal Bank of Scotland, and Mr. J. H. Lawrie, of the 
National Bank of New Zealand, were also elected Vice-Presidents. 

THE INSTITUTE OF BANKERS 

At the sixty-sixth Annual Meeting of the Institute of Bankers, Sir Charles Lidbury 

was elected President for the sixth year. 
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India will in future keep the dollars accumulated in the course of trade with 
the United States. The rupees made available to the British and American 
authorities against sterling and dollars have, for the most part, been provided 
in notes and have remained in circulation in that form. The impact on prices 
is shown in the wholesale price index for Calcutta, which by September last 
had risen to 353, as against 100 for the first six months of 1939. 

Given the rate at which India is accumulating sterling, the debt owing 
to that country at the end of the war may well be in the neighbourhood of 
£1,000,000,000. This will be in addition to the £360,000,000 of sterling debt 
which will have been repaid by India during the war. This repayment of 
debt will leave direct British investments in India which have been estimated 
at between {200,000,000 and £250,000,000. In assessing the impact of this 
change in the debtor-creditor relationship of the two countries it should be 
remembered that the sterling debt owing to India bears an exceptionally low 
rate of interest—the average being probably between 14 and 2 per cent.— 
while the direct investments in jute, tea, banking, insurance, shipping and 
merchanting probably yield a gross return nearer 7 per cent. 

Monetary inflation in India has had its customary effect on the liquidity 
of the banking position. At the end of last year, the ratio of loans and advances 
to deposits of the scheduled banks was 27 per cent. as compared with a figure 
of 47 per cent. in August 1939. All banks operating in India show some con- 
traction in bills receivable. This is due to the diversion of business normally 
financed by the banks either to Lend-Lease or to other Government channels 
and to the general restriction of imports caused by scarcity of manufactured 
goods and of shipping. The most evident direct effect of inflation on the banks 
in India has been to raise their costs, chiefly through the higher cost of living 
bonuses which have had to be granted to staffs. 

Another symptom of the prevailing liquidity and abundance of funds 
has been the rate at which new indigenous banks have been springing up in 
India. Many of these banks have been formed under sound auspices and in 
so far as their growth helps to canalize Indian savings which would otherwise 
be hoarded the development should prove most helpful, especially in the 
present emergency. The growth of these domestic banks must be viewed as a 
preliminary instalment of the fifteen year plan for industrialization of India 
recently propounde ‘d by Mr. Birla and his team of experts. This plan assumes 
that there is in India hoarded and inactive wealth, mainly in precious metals, 
amounting to 1,000 crore of rupees, or £750,000,000. It further assumes that 
over a period of fifteen years some 4,000 crores of rupees, or £3,000,000,000, 
should be available from the current savings of the population to finance a 
huge domestic industrialization programme. A considerable part of this 
programme would involve the import of machine tools and other industrial 
equipment, and the exchange banks should find it possible to participate 
actively and profitably in the finance of this trade. The means of payments 
for financing the ‘se industrial imports will be ready to hand in the accumulation 
of sterling assets by India. Whatever problems the immediate post-war 
years may bring to British banks operating in India, by way of political dis- 
crimination and other adjuncts of the rising tide of Indian nationalism, the 
prospects for their true metier, the financing of the country’s external trade, 
are decidedly good. 
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The New Republic of Iceland 


From a Correspondent 


tion of Iceland as an example of the stimulating effect of a not too severe 

climate, since for nearly eleven hundred years its hardy and intelligent popula- 
tion has made it worth while to cultivate the poor soil, to raise sheep and 
ponies and, above all, to sail out through fog and ice to reap the rich harvest of 
the inhospitable northern seas. Linked to Scandinavia from the start, Iceland 
passed under effective Danish rule in 1381. In 1g18 an Act of Union recognized 
Denmark and Iceland as separate sovereign states, each owing allegiance 
to the King of Denmark ; three years ago, howev er, Iceland’s parliament, the 
Althing, voted the repeal of the Act and decreed that in due course a republican 
form of government should be officially established. This step was taken at 
that time as a consequence of the German occupation of the Mother Country ; 
but it was also an expression of certain long-standing discontents, a special 
grievance being the arrangement under the Act whereby the direction of the 
island’s foreign policy had been left in the hands of Copenhagen. A month 
ago, the last tie was snapped by a declaration from Reykjavik that the Republic 
of Iceland must now be re garde d as fully in existence. This step has evoked 
a muffled protest from the unfortunate captive King and the final severance 
must be a bitter blow to a stubborn and gifted race such as the Danes ; never- 
theless, the break is definitely accomplished and we must presume that it 
has the tacit approval of Great Britain and the United States. 

The war has so greatly changed conditions in Iceland that it is only with 
some effort that one can think back to the state of affairs ruling there in the 
thirties. In those unfortunate years an active trade balance used to be 
achieved now and again but the tendency of the balance of payments was 
almost uniformly uniavourable. The bulk of the exports, fish and fish products, 
went to Great Britain, Germany and Scandinavia in almost equal proportions, 


Ji his “‘ Study of History,’’ Mr. Toynbee cites the successful Danish occupa- 


138 1941 1942 1943 
Kr. m. Kr. m. Kr. m. Kr. m. 
PoTAL EXPORTS as wie ‘a <2 58 159 201 233 
Of which to 
Great Britain... a as i 14 15 190 
Germany.. ee eo o . 12 — 
Scandinavia id i rae ~ 13 I 
S.A. id 3 
Export Surplus ar er me ra 9 59 
Import Surplus a 1 np ee 47 15 
reign Bonds and Balances (December) .. 8 (deficit) | 165 35 447 


40 


while Britain and Germany were the main suppliers of the island’s needs. 
Payments for imports suffered considerable delay as the decade drew to a 
close, and the outbreak of war, by disrupting her markets, made Iceland’s 
position worse. By the spring of 1940, indeed, our exporters were com] plaining 
that the National Bank was six months or more behind with its ste rling settle- 
ments. All this time, the standard of living was inevitably low, and if the 
summer visitor came away with the impression that his hosts were accustomed 
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to a decent plenty this was almost entirely due to their skilful economies and 
their pride in good housekeeping. 

Since those days, the tremendous demands of Britain for fish and fish oil 
have completely altered the outlook, while the exchange received for these 
goods has been vastly supplemented by the free-handed spending of thousands 
of British and American troops. The changes brought about by these two 
influences over the past five years are clearly illustrated in the following 
table 

The twelvefold increase in exports to Britain has not been matched by a 
corresponding rise in purchases from us. Very soon after Iceland’s entry into 
the war it became plain that, though we were able to absorb all she produced, 
we in turn could not supply her with nearly all the industrial goods of which 
she stood in urgent need. Fortunately, the co-operation of the United States 
has made possible a triangular lend-lease arrangement, by which the fish 
catch has been paid for in dollars which in turn have been used for purchases 
in both Britain and the U.S.A. The main result, however, has been to stimulate 
imports from America and time may prove this to be the beginning of a con- 
tinuing connection. 


1938 1942 1943 
Kr. m. Kr. m. Kr. m. 
Imports from : 
Great Britain ua a4 ae 14 124 58 
U.S.A. - o« ee we I 98 159 
Canada mare wi ae ws —_ 21 21 


Iceland’s liquid foreign assets to the end of 1943 have already been set 
out in the earlier table. By last February they had risen still further to 
Kr. 459 millions (say £17} millions). But although the rapid improvement in 
Iceland’s balance of payments has been for some time apparent in the books 
of London bankers, it is impossible for anybody except the Control to say 
how much is being kept in sterling. All one can be sure of is that lend-lease 
accounting can be safely relied on to make nonsense of deductions drawn from 
pre-war premises. 

For Iceland it is, so to speak, the night of the party. In due course it will 
be the morning after, and those responsible for her finances are already wondering 
how she will fare when the present boom is over. For some time after the 
cessation of hostilities, U.N.R.R.A. should prove a good customer with orders 
of cod liver oil for the rickety children of the occupied countries, of fish meal 
for starved European fields, of fish for starved European people. Inevitably, 
however, the Icelanders will be left face to face with a cost of living figure some 
two or three hundred per cent. above pre-war, a greatly expanded note issue 
and uneconomically high costs of production. The failure to check inflation 
cannot but have to be paid for in some way or other. 

The war has nevertheless brought Iceland one new asset which may prove 
of lasting value. An air-minded High Command early discovered her value 
as a link between Canada and Britain, and it is not particularly fanciful to 
see for her a future as the aerial Suez of the North, earning a steady stream of 
foreign exchange by reason of her convenient situation. If this should come 
to pass, the process of readjustment will be eased ; but the party has been a 
particularly hectic one and the maximum care after its termination will not 
suffice to remove the risk of a nasty headache. 


ac 


eC 





and 


. oil 
1ese 
nds 
two 
ring 


ish 
ses 
ate 
n- 


set 
to 
in 
KS 


ay 
ym. 


rill 


ng 


rs 
al 
ly, 
ne 
ue 
on 


ve 
ue 
to 
of 
ne 

a 
ot 








147, 


Beench Problems 
By Thomas Balogh 


C):: the eve of the invasion, the prospective handling of French affairs 





becomes a topic of dominant importance. After the regrettable develop- 
ments in Southern Italy, a repetition of identical mistakes in other 
countries would be extremely dangerous for the future relationship of this 
country to Europe and therefore to the future position of Britain in the world. 

The first and foremost problem in front of the Allied authorities and the 
French National Committee is to decide how to deal with a menacing economic 
position in France. We may assume that serious damage will be inflicted on 
the country through fighting and bombing. We also must assume that the 
Germans will destroy and eat up all supplies. How far they will be able to 
damage factories, etc., depends on the tempo of the Allied attack and cannot 
be decided in advance. In any case it is reasonable and conservative to 
assume that the immediate quantum of necessary supplies will be extremely 
low. In contrast to this, the French monetary position presents a picture of 
large scale inflation. This has come about partly because of the continued 
French budgetary deficits and partly because of the expenditure of the 
Germans, which in their turn partly fall on the Budget (occupation costs) 
and represent an export surplus from France to Germany. 

Under these conditions, two possible ways are open to the French to deal 
with their troubles. The first, which may be called the Jaisser-faire solution, 
adopts the monetary approach. The real value of the nominal purchasing 
power in the hands of the French people would be cut down by a sharp 
anticipatory depreciation of the franc to between 300/400 to the £. The 
resultant increase in prices would result in a corresponding increase in wage 
rates and of national money income. This would cut down the real burden 
of the National Debt and also create a monetary vacuum, because the monetary 
circulation would be very low into which the new monies, which will have to 
flow into France as a result of the Allied occupation could be pumped without 
causing further inflation. Rationing of necessities, which has been introduced 
and perfected by the Germans, could be continued. The relative stringency 
(in terms of commodities) of the monetary situation would permit the control 
of economic life, which it is hoped would be entirely, or at least almost entirely, 
conducted by what one may call “ admissible controls,” i.e. monetary controls 
which do not interfere with the price mechanism. Direct control of production 
introduced by the Nazis through the establishment of the so-called Comité 
de Production would be smashed as a piece of totalitarian or authoritarian 
economic organization. 

The objections against this procedure, which have not yet been clearly 
envisaged by most experts in this country and America, are both short and 
long run. There is in the short run the objection that the depreciation of the 
franc would set the terms of trade against France and thus decrease national 
real income. This objection is the more potent as French exports cannot in 
the first period be other than service exports (i.e. luxury goods, etc., of which 
she has a stock or which can be made without much raw material), for the 
big industrial establishments will probably not be in a state fit to resume 
production at once. The same thing obviously applies also to the expenditure 
of the Allied troops on supplies and services in France. The higher the franc, 
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the greater the revenue of France from that source. As far as imports are 
concerned, they will be mainly necessities which have a fixed price in dollars 
or pounds, established by one of the inter-Allied control Boards. Again, the 
higher the franc, the cheaper these supplies can be bought in terms of francs. 
And France still has a respectable gold reserve. Apart from this, however, 
a severe devaluation of the franc would inflict considerable hardships on those 
sections whose incomes tend to lag behind the general upward movement , 
with the resulting social unrest. To begin the new regime by monetary 
troubles and instability would be to court the danger of reviving the centrifugal 
spirit in France. 

Hardly less important than these short-term considerations are the longer- 
term reasons for counselling rejection of this course. France will be a very 
impoverished country after the war whose potential recovery will depend on 
the rate at which industry can be, not merely rehabilitated, but thoroughly 
reconstructed, modernised and expande d. Any attempt to achieve this by 
relying on free markets and the price mechanism must fail. It will hardly be 
possible to restore free competition even if it were desirable. 


ESTIMATE OF FRENCH ECONOMIC POSITION 


Assumed 
(Assuming liberation in mid-1944) exchange rates: 
Dollar Rate (Francs to $) sit oa ry aie - etd ne 50 75 
sterling Rate (approximate). . ‘i 7 “a - “a oe 200 300 
(Economie Indtces (1938 100) 
Wholesale prices* aa re a on si wa Sid a 204 306 
Wage level “2 ne - oe cd ie ne wa bis 162 243 
Cost of living . . oe it os ‘a en a ee 170 204 
Economic Weightt 
Public Debt ‘ 227 162 
Annual interest on public debt 170 122 
Note circulation .. 244 163 
Bank deposits 187 125 
Note circulation bank deposits . os 225 150 
Note circulation + public debt privé it ly held in France 180 129 
Budget receipts 176 264 


Inte re st on debt 


Ratio: - — — iid sits és as sis ai ae 43% 3r% 
Buc dget rect ipts 


, Interest on de bt 30 

> in 

tatio : a si ie is ua a vr in 7-5% 5.0% 
National income 


* As compared with British wholesale index, at present 161, but reduced to 153 for prospective 
post-war decline in freight and insurance costs. 
t Allowing for rise in prices and national income. 


(This table is based on a memorandum by a leading French expert.) 

What then is to be done? In the short run after liberation, the main 
object in view should be to build up a regulated fair distribution of available 
supplies with as little further damage to the fabric of economic life as possible. 
The first thing necessary for this will be the continuation of the rationing of 
essential basic supplies by specific equal rations. In the short period, most 
of the supplies will have to be imported. This should therefore present no 
difficulties. The prices should be fixed in such a way as to render the present 
wage structure (apart from specific cases of hardship) acceptable. If for 
political reasons some wage increase is required, it ought to be restricted to 
the lowest possible figure. Parallel to this, however, steps must be taken 
to prevent monetary chaos in other fields. Fortunately, on landing in France 
it will be essential to ascertain the cash and property holdings of everyone, 
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because of the measures which will become necessary against tainted holdings 
(i.e. holdings acquired by Germans or traitors) as well as because it will be 
necessary to operate a capital levy against the increments in wealth acquired 
during the Vichy regime by spec culators. 

This will necessitate a stamping of all bank notes, the blocking of all bank 
deposits and the surrender for stamping of all shares. It would be prudent 
to take this opportunity to abolish bearer shares and introduce taxation at 
the source for all unearned incomes. This would completely change the direct 
tax revenue in France, which before the war was only a fraction of the sums 
legally due and has improved little during the tightening up of the taxation 
laws since the outbreak of the war. All accounts should immediately be 
blocked. All bank note holdings should also be retained exce “pt for a limited 
amount to be issued as a monthly expenditure ration per head of the population. 
The amount of this will depend on the estimate of available supplies and services 
All other monies would have to be banked either with certified banks or with 
the general Postal Order system. 

After this operation, each individual would have the right to draw upon 
his account only up to the monthly ration and no more. All incomes 
above the monthly expenditure ration would have to be paid into 
blocked accounts by the employers and all unearned incomes would auto- 
matically be paid into blocked accounts. Monthly wages and salaries below 
the expenditure ration could be paid in cash by the employer with cash 
obtained from the banking system against documentary evidence of pay 
sheets. All payments for goods in short supply would, after the blocking, 
be made in cash. For other purposes, especially for capital transactions, 
payments would be permitted from blocked accounts to blocked accounts. 
If these payments, however, implied the purchase of supplies in the manu- 
facturing and distributing sphere, the payments could only be made on the 
basis of a licence. 

The main problem which arises in this connection is the payment for 
supplies in the distributive sphere. How is the cash coming in to distributors 
to be transformed into blocked currency without leaving the retail outlet 
an undue amount of cash on hand? In order to solve this problem, the 
present distributive organs which are State-controlled would have to be 
continued and developed. All wholesaling both for and between manu- 
facturers, and between manufacturers and the retail trade, would have to be 
done by State agencies. The State, of course, could use the existing wholesale 
firms for the purpose, against a firm fixed payment. The retailers would 
therefore get supplies only against the payment of the full retail price in cash. 
The difference between the wholesale and the retail price would be credited 
to them in a blocked account from which they, like any other person, could 
draw the fixed ration. This obviously pre-supposes a fairly stiif control of 
prices, but if the expenditure ration is not fixed at too high a figure, the 
incentive to black market operations would be reduced. 

Whether or not a moderate solution can be victorious in France, as in 
other countries, will obviously depend on how this moderate solution produces 
equitable and quick results. That depends on the willingness and the quality 
ef the co-operation of the ruling classes ; moderate concessions made quickly 
often render more violent changes unnecessary. 
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Middle East Monetary Problems 


URING the past twelve months, the inflationary tendencies that had 

already developed in the Middle East have continued. The volume of 

currency continued to increase, and the upward trend of prices became 
accentuated. This was due in part to expenditure by Allied troops, which 
continued unabated, and in part to the inadequacy of the volume of imported 
goods to meet the increased civilian demand. The phenomenon of expanding 
volume of currency and purchasing power is world-wide, and so is the scarcity 
of goods. Nevertheless, its effect on prices appeared to be more pronounced 
in the Middle East than in most other parts of the world. This was largely 
due to the fact that conditions prevailing in the Middle East make the enforce- 
ment of economic discipline most difficult. Price control and rationing 
require a very efficient administrative apparatus, which does not exist in 
most countries of the Middle East. 

Admittedly, some progress has been made in the right direction. Under 
the influence of the Middle East Supply Centre, several Governments have 
established statistical records which were non-existent until now, and without 
which any planning or control is impossible. In this respect, the Governmet 
of Iraq deserves special praise for its zeal in adopting devices with the aid of 
which the worst effects of inflation could be minimized. As a result, prices in 
Iraq were somewhat lower than in the neighbouring countries. This led to 
contraband exports of wheat and barley to Iran and Syria on an extensive 
scale. 

During the past year, efforts were made in Egypt and other parts of the 
Middle East to absorb surplus purchasing power through the sale of gold to 
the public. Under schemes appoved by the Governments, small gold bars 
were sold at prices that were well in excess of the London price of gold. It 
was hoped that by providing this means for storing wealth it would be possible 
to reduce the demand for commodities for hoarding purposes. Beyond doubt, 
the experiment was successful, to some extent, mainly through its psychological 
effect, in that the possibility of converting notes into gold even at high 
prices. tended to restore confidence in the notes. 

Nevertheless, inflation proceeded unabated. Stock Exchange quotations 
in Egypt rose steadily. According to the annual report of the National 
Bank of Egypt, 756,000 cheques totalling £E.266,000,000 were cleared in 1943 
against 690,000 cheques amounting to £E.119,000,000 in 1939. The bank 
note issue rose during the past year from {E.79.2 millions to £E.101.4 millions. 
It is particularly significant that the proportion of the higher denomination 
notes in the total issue has since 1938 more than doubled. This is attributable 
partly to hoarding and partly to the requirements of black market trading. 
Similar tendencies are noticeable also in other countries of the Middle East. 

The special problems of the Middle East were discussed in April at a 
Conference summoned under the auspices of the Allied Governments with the 
participation of all Middle Eastern Governments. Full details of the resolutions 
of this Conference are not yet available at the time of writing, but, judging 
by the summaries cabled over, the Conference seems to have done very useful 
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work. Nevertheless from comments in the Press in Egypt and other countries 
it seems that many of the participants were not adequately aware of the 
dangers of their position. While much stress was laid from all sides on the 
inadequacy of imports, the disadvantages of an excessive volume of currency 
do not appear to have been fully grasped. Indeed, a rise in prices that enables 
shrewd people to create fortunes overnight has a certain appeal to the Oriental 
imagination. The Egyptian attitude—shared to a varying degree by other 
countries of the Middle East—deserves attention. It denies the existence of 
inflation, on the ground that the additional notes issued are amply covered 
by an increased gold and foreign exchange holding. Thanks to spendings 
of the Allied Forces, all Middle Eastern countries have, in fact, succeeded 
in accumulating impressive reserves. 

There is nothing new in this attitude. During and after the last war 
there was a tendency in Germany to under-rate the degree of inflation on the 
ground that the Reichsbank’s gold. reserve was more or less intact. This 
“metallic ’’ conception of money was opposed by the “ quantity theory,” 
according to which the trend of prices is determined by the volume of currency, 
irrespective of whether or not it is backed by gold or exchange. Events 
have amply confirmed the view of the latter school. At one time the mark 
depreciated to such an extent that the total vast note circulation was worth 
only a fraction of the gold reserve. Such a state of affairs could not possibly 
have arisen if the value of a currency had depended on the proportion of its 
metallic cover. 

In the Middle East, too, there is danger that inflation may proceed unduly 
far, unless the Governments concerned realize that the possession of a strong 
metallic cover does not in itself safeguard them against the evil effects of 
advanced inflation. Beyond doubt it is very helpful to possess those reserves. 
They will enable Middle Eastern countries to import goods after the war, 
and thus absorb much of the excessive purchasing power. But to imagine 
that the reserves in themselves will prevent inflation will breed complacency 
and hamper corrective efforts. 

It seems that the conference succeeded in impressing the participating 
Governments with the need for an anti-inflationary drive. Iraq and some 
other Middle Eastern countries have adopted a certain degree of rationing, 
and one of the resolutions of the conference recommends the sale of vital 
foodstuffs at low prices, which could not be done unless rationing were also 
applied. The resolutions passed after a week’s deliberations cover com- 
pulsory savings, the issue of internal loans (possibly in the form of lottery 
bonds), the improvement of the taxation system (in particular the adoption 
of E.P.T.), the fight against tax evasion and delays in tax collection and 
other subjects. These resolutions may sound obvious to Westerners but 
some of them are revolutionary innovations to the Eastern mind. Under the 
influence of the Middle East Supply Centre, in fact, the various Governments 
have become increasingly receptive to modern ideas of financial and economic 
policy. One result has been the initiation of statistical records, which were 
non-existent until recently. This is the first step towards the adoption of 
economic measures calculated to restrain the adverse effects of inflation. 
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Unsecured Overdrafts 


(By a Correspondent) 


VERY branch bank manager faces at some time or another the question, 
E: Shall I pay or refuse this cheque ?”’ In theory, of course, if his customer 

has made no arrangement for accommodation he is entitled to return 
a cheque that would overdraw the account. In practice, many such cheques 
are paid, and small overdrafts created which may not be repaid for many 
months. Text-books can lay down rules for analyzing balance sheets and 
profit and loss accounts, and these rules can be learned by taking a corre- 
spondence course or attending a series of lectures. Such technical knowledge 
has its place in branch banking, but, generally speaking, it is easier to apply 
one’s learning to the large business than it is to the more common but smaller 
loan business that every branch manager has thrust upon him. 


When big undertakings ask for accommodation they will supply audited 
accounts from which trends are observable. In the case of the small trader 
or private person the bank manager has to rely upon a sort of mental balance 
sheet, in which he marshals his client’s assets and liabilities such as they are 
known to him, and not the least of the items in the mind’s projected statement 
of affairs is the reliability or otherwise of the borrower. That is why local 
knowledge is of the utmost importance. When Mr. Buttercup Joe wants 
you to lend him {50 to carry his cows in hay over the winter, the local manager 
adds the cows themselves to his visionary balance sheet. They were looking 
very skinny when he saw them even as early as October. Well, he muses, 
a cow that cannot get fat in the summer months is no asset—not with hay 
at {8 a ton. More than {£50 will be needed before the winter is out, and in 
spite of Milk Marketing Board cheques, Joe ought not to be encouraged in 
his casual ways. For it is not only the written figure that can be misleading. 
The suburban manager may feel that Mr. Jeweller has a brave show in his 
shop window—after all, with such a stock surely a loan of {100 ought to be 
safe. Or the dancing teacher with his fine hall, ample furnishings and equip- 
ment and so on may be all right for an overdraft of £75 to finance his pupils’ 
“coming out’”’ night. Yet the local manager will be wary; the jeweller’s 
stock may not be his, for “ sale or return ” is a customary supply agreement 
in the trade ; and the dancing teacher may have hired all his chairs, and 
forgotten to mention that little matter to his bank manager. 

So, too, we can, if we wish, drift into encouraging fruitless lending. Miss 
Blank may overdraw her annuity payment by {£5 and we know her very 
respectable past is a sure guarantee that she will not willingly let us down. 
Let us not tempt her too far, however, for it is so easy for the overdraft to 
remain, to be increased by insignificant amounts at a later date, and then 
to remain unpaid because at no time is Miss Smith in a position to make a 
reduction in her overdraft and continue to support herself on her meagre 
income. The bank manager who lets such a situation develop is not being 
kind—just the reverse. Doubtless Head Office will make this clear to him 
when the debt is eventually written off as irrecoverable. Yet many small 
overdrafts make branch profits swell. All that is required is sheer common- 
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sense. A trader is prospering in a quiet way. His business is growing as 
his turnover shows. Small advances from time to time help him out and build 
up mutual trust between lender and borrower. One day he will be a grateful 
customer who has ample security to offer for occasional overdraft requirements. 
Professional men who are keen and gaining ground in the district—accountants, 
doctors, solicitors and the like—are always worth studying. 


Balance sheets in the mind are often more reliable than the neatly-figured 
page. It is so easy to be optimistic on the assets side, and over- -discreet in 
divulging liabilities. The “‘ Stock at Cost ’’ may mean anything where, say, 
a dealer in vacuum cleaners trades in old machines at “‘ exchange ”’ or “ part- 
exchange ’’ valuations. After all, when the crash comes you will reflect 
ruefully that the balance sheet did not say “‘ Stock at Cash Cost.’’ Local 
knowledge, which would probably cover actual first-hand observations of 
the dealer’s practices, would at least have put us on our guard against accepting 
unsupported stock valuations of this kind. In fact the personal covenant 
of the borrower is so significant that we must, in these bread-and-butter lendings 
regard the character ‘of the would-be borrower as our prime security. The 
answer to the question, ‘‘ Shall I pay this cheque ? ” can only be safely supplied 
from our knowledge of the drawer. 


Publications 


Currency After the War, By Paul Einzig. (Nicholson and Watson, 
price gs.) Dr. Einzig’s book will be extremely. useful to the general public 
as a guide through the current controversies about the post-war currency 
plans. Though it was necessarily written before the announcement of the 
Monetary Fund scheme, it reviews in great detail the earlier Keynes and 
White Plans, and gives a most informative account of the discussions to which 
these gave rise. Any reader of this book should come away with a very clear 
idea of the broad issues of the policy involved in the establishment of any 
post-war exchange régime. This is, however, a highly controversial subject, 
and it must be unde rstood that in his e xposition of it any writer must necessarily 
be influenced a good deal by his own economic philosophy. Since Dr. Einzig’s 
inclination is avowedly towards exchange control and authoritarian planning 
of trade, it is inevitable that he should be temperamentally predisposed to 
stress the dangers of any multilateral plan, rather than the underlying case 
for a multilateral system instead of a barter system. There is also at times a 
tendency to imply that a system of freely convertible currencies is more or 
less synonymous with free trade. Since tariff policy is not involved, such an 
exchange system is in reality equivalent, not to free trade, but only to the 
freedom of traders to follow the indications of the price system in buying 
from and selling to overseas countries. 

Ranking, Spicer & Pegler’s Executorship Law and Accounts, Fifteenth 
Edition, edited by H. A. R. J. Wilson. (H.F.L. [Publishers], price 2ts.) 
Several important developments, Mr. Wilson points out in his preface, have 
occurred since the previous edition and have been incorporated in the present 
volume. Among these are the extension of the provisions for remission of 
death duties in the case of persons dying from war injuries ; the tightening 
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up of the provisions for prevention of the avoidance of estate duty by means 
of companies ; and the important cases of Re Fawcett (1940) and Re Wills 
(1939). 

Full Employment and The Budget, Hugh Molson, M.P. (Signpost 
Series, price 6d.) 

Beveridge on Beveridge. (Social Security League, price 1s.) This con- 
tains the recent speeches of Sir William Beveridge on his plan, edited by Mrs. 
Joan S. Clarke. 





Appointments and Retirements 


Barclays Bank —Mr. George William Fletcher has been appointed a member 
of the West Yorkshire Local Board. Mr. Fletcher is chairman of Ensign 
Lamps and a director of Fletcher Bros., Sons and Co., and other companies. 


Midland Bank —Major James Leith, a director of the North of Scotland 
Bank, has been appointed to the board of the Midland Bank and of the Midland 
Bank Executor and Trustee Co. in the place of Mr. A. Hall Wilson, who has 
resigned in consequence of ill-health. Mr. Hall Wilson will continue as deputy 
chairman of the North of Scotland Bank. 

Union Discount Co.—Mr. Thomas Francis Tallents has been elected to 
the board. Mr. Tallents is a director of the British Overseas Bank, the Equity 


and Law Life Assurance Co., and a number of other companies. 


Williams Deacon’s—Mr. John McArthur Thomson, the general manager 
of the Royal Bank of Scotland, who forms the subject of our frontispiece 
this month, has been elected to the board in succession to Sir William Whyte. 





: 
Obituary 
Mr. B. J. Foster 

Banking circles have learned with great regret of the recent death, in his 
sixty-third year, of Mr. Benjamin Jenner Foster, Foreign General Manager 
of Barclays Bank for some years before the war. A student of economics, Mr. 
Foster had an active and energetic mind, and was frequently consulted by 
bankers in London and abroad on international banking questions. He was 
a man of wide and generous sympathies, and took a great interest in the 
welfare of the staff of the bank, and many of those in Barclays Bank who were 
privileged to come into contact with him will remember with gratitude the 
care he took to impart to those junior to him the benefit of his wide knowledge 
and experience. 

As technical adviser, Mr. Foster assisted the British Government delegate, 
Professor H. C. Gutteridge, K.C. at the second session of the International 
Conference for the Unification of Laws on Bills of Exchange, Promissory 
Notes and Cheques, held at Geneva in 1931. His retirement in December 1938 
through ill-health deprived the bank of an outstanding official and was the 
cause of great regret to his many friends in the bank and elsewhere. 
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Some Savings Banks 


By Professor C. H. Reilly 


RIVING about Birkenhead the other day with a view to making my 
[report to the Corporation on the replanning of the town, I saw across 
the Haymarket, one of the irregular open spaces left for some obscure 
reason near its centre, a couple of newish banks in white Portland stone, side 
by side in strong contrast to one another. One was an ordinary little, ornate, 
classical structure belonging to a member of the Big Six. It is unnecessary 
to specify which. They all own unashamedly innumerable similar structures 
up and down the country. The other was a quiet little building making a most 
pleasing contrast to its neighbour. Although classical in composition and 
detail, it was in comparison a very gentlemanly affair. Its cornice had been 
carefully put at the same height as that of its neighbour, but its charming 
manners and reticence went much further than that. It actually allowed 
itself large stretches of plain stone walling, free not only from columns, except 
at the entrance, but from all the stage finery with which the ordinary little 
English classical bank likes to deck itself. It called itself a “‘ Savings Bank ”’ 
and was presumably for the savings of small people 
If its clients were not of the more opulent classes, were they people of 
better taste, quiet old ladies, for instance, with a few pieces of old furniture 
and lace? I immediately and rashly jumped to the conclusion that if THE 
3ANKER searched for them it would find other Savings Banks up and down 
the country, looked down upon no doubt by the Big Six, but building for them- 
selves similar quiet, gentlemanly structures like this Birkenhead one, not 
departing entirely from the banking, classical tradition, yet using its well- 
worn motives with a restraint unknown to the great banks. I thought I was 
on the brink of a great architectural discovery. While one clearly could not 
expect bank buildings in the country to lead the way with really modern 
structures, perhaps here was a middle course in which banks could adopt a 
modern restraint and refinement and yet not depart from their strange 
traditional allegiance to .the architectural ideas of the ancient Greeks 
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and Romans. Alas, I was entirely mistaken. The Birkenhead Savings Bank 
was a flash in the pan, due to the genius of Harold Dod, the architect ; for 
his elder partner, W. E. Willink, the father of the present Minister of Health, 
has been dead for twenty years or more. Two other branches of the samy 
bank at Heathfield and Tuebrook bear this out 


No, these little Savings Banks, and I have some thirty of them before m« 
(more than twenty being the branches of the Manchester and Salford Truste« 
Savings Bank), as a whole just ape the Big Six in their branches when they 
can afford it. Otherwise they mostly occupy ordinary shops and I am sorry 
to say sometimes cover them, even the plate glass of the windows, with lettering 


CERTIFIED UNDER THE ACT OF iss 


THE BIRKENHEAD BRANCH OF THE LIVERPOOL SAVINGS BANK 


which would disgrace a butcher, baker or candlestickmaker. The Chorlton 
branch of the Manchester and Salford Savings Bank is an example of this 
Admittedly, these latter are often branches in dreary dark neighbourhoods, 
where to call attention to themselves they have found it necessary to be mort 
than usually assertive ; but there are limits. Instead, therefore, of an articl 
revealing, as | hoped, a whole range of buildings as good as the little Birken- 
head building, and throwing a new light on bank buildings in this country, 
I have had to take one example from each of five Savings Banks in the usual 
way. 

Of the Birkenhead branch, I have perhaps said enough already by implica- 
tion if not directly, To be able to present so plain and restful a main front 
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the building must get light at the sides and possibly the back, too, which is 


not an 


advantage all sites provide. Having got this opportunity, though, 


how well the architect has used it! His interest is concentrated round the 


entrance, 


( rowned 
bank’s n 
vertical 


suriaces 


letterins 
under t 


imagine, 


not Wor 


classica 


where he has a framed inward-facing loggia in a plain stone mass, 
with a strong but plain cornice and frieze-band under it holding the 
ame in raised, carved letters. This plain mass is flanked by two smaller 
ones, the joints of which are lightly grooved to make a contrast of 
These, too, are crowned with a band with lettering on it, but metal 


' 
\ 
| 
' 
: 
| 
! 
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Messrs. Pennington and Unwin 


EK HINDLEY BRANCH OF THE WIGAN TRUSTEE SAVINGS BANK 


» this time which I think would have been better left out. ‘‘ Certified 
vw Act of 1863." and ‘“‘ Founded in the year 1815 ”’ are not, one would 
very exciting or important facts for the public to know and certainly 
‘th the spoiling of so good a_ facade The great danger to a little 
building of this kind, when it is so plain and simple, is that it may look 





likean 
here by 

The 
Trustee 


ausoleum in some fashionable cemetery This I think has been avoided 
the delicacy of the detail 


next best building is an example from the branches of the Wigan 
Savings Bank, that at Hindley. It is a little classical bank very 
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simply drawn and composed by its architects, Messrs. Pennington and Unwin 
of Wigan, and is mainly superior to the ordinary bank in the care with which 
it is detailed. Its two fluted columns are well drawn and wisely set in a frame 
of plain, square pilasters. The entablature above them, together with its 
shadow, are well set off by the plain parapet above, which seems to me of 
just the right height and weight. It is a pity, however, this parapet is spoiled 
by a white faced clock and its box of works, an afterthought I should imagine 
of some manager or director. One cannot think the architects, who designed 
this little building and set it out so well with its little lawns contained within 
stone borders, would willingly have placed such an incongruous thing as this 





! acd Vessrs. Wellsted, Dossor and Wellsted 


THE DERRINGHAM BRANCH OF THE HULL SAVINGS BANK 


clock where it is. If a clock were necessary or even useful the hands in gilt 
metal could well have revolved on the stone face, with the works on the other 
side of the wall. Perhaps the floodlights, too, on the little lawns could be 
dispensed with, though they indicate a pride in the building. 

My third example is the Derringham branch of the Hull Savings Bank 
by Messrs. Wellsted, Dossor and Wellsted, and with it ends all hope of further 
simplicity and charm in the branches of the Savings Banks in the classical 
manner, for it is the best of its kind left in the pile. This one might be by any 
of the Big Six. No, that is not quite fair. I do not think either the National 
Provincial or Martins would have built it in such a position, yet it is not in 
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CATER, BRIGHTWEN & CO,, LIMITED. 


Incorporating ROGER CUNL IFFE, SONS & CO. 


BALANCE SHEET, 5th APRIL, 1944 


LIABILITIES ASSETS 


Capirat, fully paid a as ,090,00¢ CASH AT BANKERS AND IN HAND, 
and BILI STAMPS a 

BRITISH GOVERNMENT TREASURY 

Bitts, Bank Bitis, Trapt 

BILLs, and CommMonwt ALTH OF 

AUSTRALIA, 3°% Stock (due 1st 

October, 1944), less REBATE.. 

INVESTMENTS, including accrued 

Loans, Deposits and UNpIstTrRI interest, at cost Jess Reserves : 

» PROFITS.. aa +» $2,960,375 as* National War Bonds 
1945/47 a . 

24% National War Bonds 


There is a contingent lia 24°, Conversion - Loan 1944 19 
bilitv in respect of Bills re 5 Metropolitan Consoli- 
discounted amounting’ to dated Stock 1920/49 
399,834, excluding Trea ADVANCES AGAINST SECURITY and 
y and Corporation Bills SUNDRY ACCOUNTS 
John Musker 


5 
} 
Victor Agar-Robartes > Directors. 


Geoffrey Daniell J 


$53,759,375 


DISCOUNT BROKERS & BANKERS, 52, CORNHILL, E.C.3 


1946/48 ‘ -» P 14,834,331 
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itself a bad building. At the juncture of two streets in Brussels it would have 
looked appropriate enough. Here, however, it stands at a corner of two little 
brick suburban roads and dominates the neighbourhood in a very plutocratic 
manner. If it were the offices of the local District Council there would be some 
excuse for it. It is the upper part of the building, from the tops of the columns 
onwards, which I think give it this rather insolent air. Below everything is 
fairly simple and the two flanks of the building with their long windows are 
dignified. So would the main front be below the entablature if the columns 
were not so widely spaced and consequently had more appearance of being 





1) Mr. H. Tatham Sudhur 


THE tLKESTON BRANCH OF THE DERBY SAVINGS BANK 


really useful and not just for show The little wing walls, too, with their 
railings and their picrs crowned with lamps, though outlining a very proper 
approach to an important public building, seem here designed to shut this build- 
ing off from the people in the little houses behind, as much as to say this bank 
is not for you, whereas the intention is just the reverse. There is indeed an 
opulent air about this building which is at the opposite pole to the modesty 
of the Birkenhead bank with which we started How wrong I was about 
the people with their little savings affecting the architecture for good ! 


The Ilkeston branch of the Derby Savings Bank, by Mr. H. Tatham 
Sudbury, and the Higher Broughton branch of the Manchester and Salford 
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Trustee Saving Bank, by J. W. Beaumont and Sons, opened in 1938 and their 
most important recent building, need not keep us long. Both are modernistic 
structures throwing over all tradition but neither attaining the real character 
and elegance of a building in the contemporary manner. The first is a brick 
building on a curved site which rightly tries to emphasize the curve by long 
horizontal lines, but does it with such coarse detail—witness the long stone 
lintol to the bank windows and the hoods to the two doors—that nothing is 
gained by the new freedom and a great deal is lost. The same may be said 
of the Broughton bank. This adopts a vertical treatment but so truculently 


Architects Messrs. J. W. Beaumont and Sons 


THE HIGHER BROUGHTON BRANCH OF THE MANCHESTER AND SALFORD 
TRUSTEE SAVINGS BANK 


that it completely destroys the buildings next door. These latter should be 
destroyed no doubt, but not by unneighbourliness. One particularly un- 
fortunate feature about this building, apart from its general ungainliness, is 
that the letters used in its name are in one place quite reasonably carved 
in stone in sunk panels and in another, on the canted corner, are brought 
forward from the face of the wall in, I suppose, metal and are painted to look 
like stone. Perhaps once more one may guess that these latter are not due 
to the architect. I sincerely hope so. 
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